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on the minds of all employees ar Michael Baker Corporation.
Without this focus, we have no reason to exist as a company.
The expectations are high, but so are the rewards—put the
customer first and all the pieces begin to fit. Along with our
standing strategies of Maximize, Optimize, Innovate, and
Leverage, it will be our dedicated focus on our clients that
sustains our progress and creates value.
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FINANCIAL SUMMARY

{Amounts in millions, except per share information)

2002 2001
Revenues $405.3 $403.2
Income from Operations 17.2 20.4 10.7
Net Income 9.6 11.2 5.4
Diluted Net Income per Share 1.12 1.33 0.65
Shareholders’ Investment 71.4 61.5 50.3
Total Backlog at Year End $545.2 $509.6 $501.9

SEGMENT SUMMARY
(Amounts in millions, except per share information)
2002 2001 2000
Revenues
Engineering $242.6 $243.6 $228.4
Energy 162.6 158.2 120.7
Total Core 405.2 401.8 349.1
Non-Core 0.1 1.4 416
Total Revenues $405.3 $403.2 $390.7
Income from Operations
Engineering $10.3 $12.7 $i11.5
Energy 6.6 10.1 8.1
Corporate/lnsurance (0.9) (0.7) (1.3)
Total Core 16.0 22.1 18.3
Non-Core 1.2 (1.7) (7.6)
Total Income from Operations $17.2 $20.4 $10.7

Note with respect to Forward-Looking Statements: This Annual Report, and in particular the "Management’s
Discussion and Analysis of Financial Condition and Results of Operations” section, contains forward-looking
statements concerning future operations and performance of the Company. Forward-locking statements are subject
to market, operating and economic risks and uncertainties that may cause the Company’s actual results in future
periods to be materially different from any future performance suggested herein. Factors that may cause such
differences include, among others: increased competition, increased costs, changes in general market conditions,
changes in industry trends, changes in the regulatory environment, changes in anticipated levels of government
spending on infrastructure, and changes in loan relationships or sources of financing. Such forward-looking
statements are made pursuant to the Safe Harbor Provisions of the Private Securities Litigation Reform Act of 1995.
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As [ write this letter to you, we are at war. Who could have
predicted less than two years ago the 9/11 terrorist attacks, the
Enron and WorldCom issues, a war in Iraq, and an economy with
so many uncertainties? Someone once said that there are no real
challenges—only opportunities. If so, we look forward to a
future filled with challenges—each one an opportunity.

[n 2002, your company faced many challenges. Although we
did not meet our financial expectations for the year, we did
continue strengthening the foundation of the firm to capitalize
on future opportunities.

Results The yardstick by which Baker or any other company is
ultimately measured is financial performance. Our benchmark for
measuring our success is our 2001 performance. In that year, we
showed our capacity for growth and, most importantly, profitability.
Unfortunately, we were not able to sustain that performance in
2002 in some of our key metrics. By other measures, however,
2002 was a good year. Our total contract revenues increased to

Donald P. Fusilli, Jr,
President and
Chief Executive Officer

$405 million, our operating margins in our core businesses of Engineering
and Energy operations before corporate overhead allocations were 6.4 percent,
and total backlog increased to $545 million, with Engineering's share of that
total being an all-time high. But we did not translate these positives to
bottom-line results as our net income declined to $9.6 million and earnings
per share declined to $1.12. Cash at year-end was $9.9 million, compared to
$18.5 million at year-end 2001.

So What Changed? For openers, our Engineering segment started the year
much slower than anticipated, especially given the level of contract awards
that had been achieved by the end of the prior year. Seventy percent of our
Engineering services are related directly to Federal, state, and local
governments. The downturn in the economy following the tragic events of
September 11, and its adverse impact on a number of state budgets, delayed
the start-up of numerous contracts and, in several situations, resulted in
outright contract cancellations. This situation was especially severe in our
Western Region, causing significant declines in our Anchorage and Houston
offices. Both were expected to show substantial growth in 2002.

Our Energy segment was a disappointment. Several events occurred that
contributed to our inability to sustain the growth record we had established
over the prior five years. First, and as | have said so often, our most critical
internal success factor is our people. Early in the year, two senior managers
resigned unexpectedly, creating a leadership gap. Second, our core market,
the Gulf of Mexico, began to move toward a markedly different and much
faster transactional business model. That is, the customer base that had been
fairly stable for us was speeding toward a rapid turnover of asset ownership.
Third, our international business did not achieve its projected sales targets
and had several higher margin contracts expire.

Finally, as with most other businesses in 2002, our medical and other
insurance costs increased far faster and greater than our ability to adjust
contract terms.

On an overall corporate basis, we made a substantial investment in a new
Enterprise Resource Planning (ERP) system to replace our previous financial
reporting and project management systems that had become obsolete. This
new ERP system was successfully implemented on January 1, 2003, on time
and on budget, but the internal disruption caused by staff commitments to
the project also contributed to our higher cost base.

What's Next? I[n 2002, although we did not meet our financial expectations,
we did execute on our four-point strategy presented to you last year—
MAXIMIZE Energy Growth, OPTIMIZE Engineering Profitability,
INNOVATE our Service Delivery, and LEVERAGE the Relationships and
Skills of Baker as a whole.

For the reasons stated earlier, our Energy segment hit a "speed-bump’ in
2002. This challenge presented me with the unique opportunity to step back
into the day-to-day operational management of that segment for about six
months. During that period, we realigned our team, took on a renewed focus
toward OPCO® marketing and sales in the offshore Gulf of Mexico area, and
tooked seriously at expanding the consolidation model to appropriate areas
onshore in the UL.S. Moreover, we completely restructured the international
management team from both an operational and marketing perspective to
improve our effectiveness throughout the world. In the years ahead, it is this
broad international arena where major oil and gas producers will be directing
their most significant investments, and Baker must be well positioned to
capture these opportunities.

Although the energy exploration and production market is changing
rapidly, the need and demand for operational outsourcing is increasing, both
domestically and internationally. Our challenge to MAXIMIZE the growth
potential of the Energy segment will be determined by our ability to increase




the responsiveness and flexibility of the OPCO model to meet the specific
needs of our customers and our markets. [t will take a strong and
experienced leader to guide us toward meeting this challenge. To that end,
we were fortunate to have Dick Giffhorn, a 30-year veteran of the oil and
gas services industry, join us in October as President of Baker Energy.

Qur Engineering segment remains our largest piece of business, accounting
for approximately 60 percent of our total revenue. Even with the slow start
and an uncertain state budget environment, we were able to pursue and
acquire $258 million of new work during the year. A bright spot in this
regard was the advances we made in building relationships and securing
new contracts in the Federal sector market. Two years ago, we embarked
on an initiative to better align our engineering skills with the Federal
government’s needs for these types of professional services. This effort has
"borne fruit,” and in 2002 we received major awards from the Immigration
and Naturalization Service, the U.S. Coast Guard, the Federal Emergency
Management Agency, and various Department of Defense units. At year-end,
we had more than $118 million in open-ended contracts with these and
other Federal agencies.

In our core market of transportation engineering, we remain a vendor of
choice and are being selected on numerous highway, bridge, and transit-
related projects. In spite of the various state budget constraints, we were
able to achieve a 10 percent increase in transportation-related revenue,
with sizeable contributions from our activities in Pennsylvania, Ohio, New
York, New Jersey and West Virginia. This growth was the direct result of
the TEA-21 transportation infrastructure legislation we have talked about in
previous communications, and which will expire this year. We are taking an
active role and interest in the Congressional debate around reauthorization
of this legisiation in 2003.

Late in the year, we initiated a refinement of our Engineering
organization built around establishing specific practice areas that will be
marketed and implemented nationally. This new focus will greatly enhance
our continuing effort to OPTIMIZE our ability to improve margins and
grow faster than our competition.

INNOVATION of service delivery methods remains at the heart of our
strategy. This effort does not come without investment in resources, both
capital and human. We made an investment in Energy Virtual Partners, a
start-up venture that is pioneering a new approach complimentary to our
Energy outsourcing model. As with any new approach, adoption has been
slow. We remain confident, however, that this relationship will grow.

Our efforts to achieve "best-in-class” recognition for our implementation
and maintenance of Computerized Maintenance Management Systems

(left to right)
Monica L. furlano, Chief Resource Officer

H. James McKnight, General Counsel and Secretary
William P. Mooney, Chief Financial Officer

have been successful. Our Energy segment’s ability to implement these
technology-driven maintenance systems has been acknowledged by both
our major Energy and Engineering customers. We have also successfully
developed and are offering new information technology products that
further enhance our ability to deliver competency-based training to our
global clients. In addition, Baker remains a leader in Geographic Information
Technology applications in engineering-related projects. These “early-in”
services allow us to create credibility and position ourselves for longer-term
relationships with our targeted clients.

As mentioned, we made a significant investment in an ERP system in
2002. A major factor in this decision was to enhance our ability to
LLEVERAGE the entire organization. For the first time, the entire company
will operate from a single platform—financially, operationally, and in
marketing our services. The potential power of being able to manage the
entire knowledge base of the Baker organization is incredible. | remain
passionate about the value that results from leveraging the total base of
skills and relationships that exist throughout the company.

Kow? When | began this letter, | mentioned future challenges and
opportunities. Qur goal is to translate those challenges and opportunities
into profitability and growth. We will achieve this goal through
Operational Excellence. Our business processes and strategies are directed
toward meeting all of our customers' needs. . all the time. We intend to
accomplish this by aligning all resources to achieve this result. We must
collectively commit ourselves to sustaining this effort. In essence, only by
satisfying our customers and achieving the goals we haye established

for continually improving profitability and growth will we

fulfill our...and your ... expectations for Michael Baker Corporation.

Qutlook As 1 put the finishing touches on this letter, we are almost three
months into 2003, and [ want you to know that | am encouraged by our
performance to date. Both our Engineering and Energy segments have
received several new and significant contract awards, which will contribute
to meeting our expectations for the year. Additionally, in January we
moved into our new corporate headquarters building located on the site of
the former Greater Pittsburgh International Airport Terminal. Our goal for
this building, which was designed by Baker's Facilities Group, was to not
only provide for 2 more open working environment that promotes effective
communication and teamwork among the employees, but also to develop a
corporate culture that is squarely focused on better meeting the needs of
our customers. | believe this investment will help us succeed in meeting
those cultural goals as well as our long-term business objectives.

[ don't want to conclude this letter without making special mention of
and thanking our former Director, Pamela Pierce, who resigned during
2002 upon assuming a leadership role with a major customer. The wisdom
and energy industry experience she brought to our Board will be missed,
but we look forward to continuing to work with her in her new capacity.

In closing, | want to thank our Directors, our other stakeholders, and all
of the over 4,200 employees of the Michael Baker Corporation for their
support and commitment. They remain the single most important asset of
our company. Our challenge is and always will be to harness the knowledge,
commitment and passion of our people to exceed your and our expectations.

Thank you for your continued support during these challenging times.

Sincerely,

Drold 0Tl ).

Donald P. Fusilli, Jr.
President and Chief Executive Officer
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”/,th'é/belaware River in
/y/’i;"/l'renton, New Jersey has its
inherent challenges, but the
Route 29 Tunnel construction
management project for
Baker was clearly going to
bring with it a whole

new meaning to the word

challenge. Traditionally,
the New Jersey
Department of
Transportation

has provided their own

construction management
capability, but with this
particular project NJDOT
was looking for a consultant
that first, was willing to
accept the aggressive goals
of the project, and
secondly, was able to bring

cohesiveness to the

relationships between the
Department, construction
contractors and the traveling
public.

We began by establishing
and nourishing working
relationships with all stake-
holders by simply providing
real-time and credible
information. We rapidly
addressed issues ranging from
the environmental impacts
of the project to the

difficulties associated with

using the Department's
newly adopted "modified”
Design-Build method of
project delivery.

The newly constructed
tunnel and approach roadways
complete the last vital
link of the Capital Complex

roadway system. It was

accomplished througﬁ-a’f,y
“New Spirit of Project pqr{;’%{r“r‘wtg !
created by th(e’B%k;F' team.
The success ’Qf—ltﬁé project
was rea]iz/ea'through the
creation of a project staff
driven by taking on new
challenges, a desire to
succeed, a strong belief

in teamwork, and most
importantly, a keen focus

on and understanding of the
client's requirements for

completion.




There is no doubt that over
the course of the next
several years, B[P will be
very busy in the deepwater
areas of the Gulf of Mexico.
They have made significant
investment there and the
importance placed on the
Culf in BP's operating

strategies is driving their

need to bring efficiencies to
operations and maintenance
(O&M) of new assets. As
they have done over the past
several years, BP is lcoking
to Baker to provide the
catalyst for these operating
efficiencies. We will be
that catalyst by remaining
focused on BP's O&M needs.
But with this rush to
develop efficiency, we must
also remain focused on safety.

[t is very easy— there¢ is only

one standard for safety and
that is to have employees go
home to families the same
way they showed up in the
morning. For both BP and
Baker, it is not an issue of
money that drives safety,
but one of time, effort and
behavior. BP knows Baker
shares this same philosophy

and we have the’;;fét;‘reco;g o
to show for it o

BP: 'Séts their standéyds‘"f -
high an’d:"éxpediting “first oil’

““operability is crucial, but

measuring how quickly a
facility is able to go from
initial startup to efficient the development of standard
operations is a more operating methods and
meaningful metric. What infusing those standards into
will drive BP's success in

the Gulf of Mexico and

International projects is

the operations of all assets
in these regions. This is
what BP needs from Baker—

operational competency, this is what Baker delivers.

ChallengeUs. [




In 5,400 fect of water,

approximately 100
miles southeast of
New Orleans, in
the Culf of Mexico,
floats the BP spar ol
platform, Horn
Mountain. It is the
deepest free-floating
dry tree system in the
world. Baker will be
developing operating
procedures and
providing computer-
ized maintenance
management Systems
for two similar deep-
ater BP platforms,
Mad Dog and
Holstein, which are
scheduled to begin
operations in 2004,
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RICHARD L. SHAW
Chairman, Michael Baker Corporation (1966).
Dick has served with Baker in various capacities

for more than 50 years. (1) (4)

ROBERT N. BONTEMPO, Ph.D.

Professor at Columbia University School of
Business (1997). Bob joined Columbia in 1989
as assistant professor and was named associate

professor in 1994. (2) (3)

NICHOLAS P. CONSTANTAKIS, CPA
Retired Partner, Andersen Worldwide, SC (1999).
Nick spent more than 36 years with Andersen,
including 25 as a Partner, working with clients

in an array of industries such as engineering,
investment company, manufacturing and health

care. (2) (4)

WILLIAM ]. COPELAND

Retired Vice Chairman, PNC Financial
Corporation (1983). Bill was with Pittsburgh
National Bank for more than 30 years, including
It as vice chairman. He served as Baker's

Chairman from 1984 to 1992. (1) {4)

(xxxx) Board Membership Date
(1) Executive Committee

(2) Audit Committee

(3) Compensation Committee

(4) Covernance and Nominating Committees

(5) Health, Safety, Environmental and Compliance Committee

DONALD P. FUSILLI, JR., ].D., PE.
President and Chief Executive Officer, Michael
Baker Corporation (2001). Don has been with
Baker for more than 30 years, having served as
General Counsel, and Executive Vice President
of Baker Energy. He was elected President and
CEO in 2001. (1) (5)

ROY V. GAVERT, JR.

Retired Executive Vice President, Westinghouse
Electric Corporation (1988). Roy spent 34 years
with Westinghouse, including 20 in executive

management positions. (3) (3)

THOMAS D. LARSON, Ph.D,, PE.

Former Administrator, Federal Highway
Administration (1993). Tom led the Federal
Highway Administration for four years and was
Secretary of Transportation in Pennsylvania for

eight years. (2) (3) (5)

JOBN E. MURRAY, JR., S}].D.

Chancellor and Professor of Law at Duquesne
University (1997). John formerly served as
President of Duquesne from 1988 to 2001.
Previously, he was a Distinguished Service
Professor at the University of Pittsburgh and
Dean of the Villanova University School of Law.

(1@




SELECTED FINANCIAL DATA

(In thousands, except per share information) 2002 2001 2000 1999 1998
Results of Operations

Total contract revenues $405,264 $403,222 $390,710 $506,012 $521,271
Operating income/{loss) 17,227 20,378 10,725 (8,175) (1,667)
Net income/{loss) 9,566 11,186 5,376 (8,164) (2,419)
Diluted net income/(loss) per share $ 1.12 $  1.33 $ o065 $ (1.00) $ (0.30)
Return on average equity 14.4% 20.0% 11.3% (16.7)% (4.4)%
Financial Condition

Total assets $145,097 $148,386 $137,379 $155,047 $156,977
Working capital $ 40,512 $ 40,954 $ 29,391 $ 25733 $ 31855
Current ratio 1.57 1.48 1.35 1.29 1.34
Long-term debt $ — $ 30 $ 51 $ 14,867 $ 3,138
Shareholders' investment 71,419 61,493 50,329 44,799 52,862
Book value per outstanding share 8.52 7.43 6.09 5.48 6.47
Year-end closing share price $ 1095 $ 1520 $ 775 $ 663 $§ 975
Cash Flow )

Cash (used in)/provided by operating activities $ (9,120) $ 19,626 $ 12,425 § 1,143 $ (1,379)
Cash (used in)/provided by investing activities (20) (7,831) 2,672 (10,255) (11,416)
Cash provided by/(used in) financing activities 543 {(2,435) (9,660) 7,783. 1,935
(Decrease)/increase in cash $ (8597) $ 9,360 $ 5,437 $ (1,329) $(10,860)
Backlog

Total $545,200 $509,600 $501,900 $657,300 $735,300
Share information

Year-end shares outstanding 8,384 8,278 8,267 8,181 8,166
Average diluted shares outstanding during year 8,515 8,425 8,238 8,175 8,178




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

RESULTS OF CPERATIONS

Results of Operations

The following tables reflect a summary of the Company's
operating results (excluding intercompany transactions)
for ongoing operations and non-core operations for the

years ended December 31, 2002, 2001 and 2000
(dollars in millions):

Total Contract Revenues

Change
From 2001 2001
Engineering $242.6 (0.4%) $243.6 $228.4
Dercentage of total revenues 59.9% 60.4% 58.5%
Energy 162.6 2.8% 158.2 120.7
Percentage of total revenues 40.1% 39.2% 30.9%
Non-Core* 0.1 (92.9%) 1.4 41.6
Percentage of total revenues 0.0% 0.4% 10.6%
Total $405.3 0.5% $403.2 $390.7
Income/(Loss) from Operations
Change
2002 From 2001 2001 2000
Engineering $ 103 (18.9%) $ 127 § 115
Percentage of Engineering revenues 4.2% 5.2% 5.0%
Energy 6.6 (34.7%) 10.1 8.1
Percentage of Energy revenues 4.1% 6.4% 6.7%
Non-Core* 1.2 170.6% (1.7) (7.6)
Cerporate/lnsurance (0.9) (28.6%) 0.7) (1.3)
Total $ 172 (15.7%) $ 204 $ 107

* The Non-Core segment includes activity associated with the former buildings and transportation construction operations that are being wound down, and the former

Baker Support Services, Inc. ("BSSI”) subsidiary which was sold in June 2000.

Total Contract Revenues

The Company's total contract revenues, as well as those from
ongoing operations (defined as consolidated revenues less
Non-Core revenues), increased slightly for 2002. The Energy
segment posted revenue growth of 3% for 2002. This lower
growth rate relative to prior years was the direct result of the
expiration of several older international contracts that were
not renewed in late 2001 and early 2002, and weaker sales of
new work in both the domestic and international markets.

A 9% increase in domestic revenues for the Energy segment
in 2002 was partially offset by lower international revenues.
Revenues from OPCO®, Baker Energy’s Operations
Consolidation Model, decreased by 18% for 2002. Such
OPCO revenues composed 24% and 30% of Energy’s total
contract revenues for 2002 and 2001, respectively. This
decrease in OPCO revenues as a percentage of Energy
revenues resulted from the conversion of a significant OPCO
account to non-OPCO status during the third quarter of
2002, and the attrition of several OPCO properties due to
client sales of operating facilities since the third quarter of

2001. The non-OPCO related increase in Energy’s domestic
2002 revenues primarily reflects labor and logistics services
provided to a new customer. Engineering revenues decreased
slightly in 2002 as a result of reduced activity related to
pipeline and telecommunications projects in the Western
U.S., which offset a 10% overall revenue gain in the
transportation-related sector. The increase in transportation
revenues was a result of continued funding of transportation
infrastructure projects associated with the U.S. government's
1998 Federal transportation legislation (“TEA-21"). The
Engineering segment's 2002 results also were negatively
impacted by a $1.2 million increase in the amount of revenue
that had not been recognized at year-end 2002 because the
related services had not yet been approved by clients. As
further discussed in Note 1 to the accompanying financial
statements, under the Company’s revenue recognition policy,
costs incurred in providing services that are unapproved by
clients as to scope and price are expensed as incurred;
however, related revenues are not recognized until the
contracts and/or change orders have been fully executed by




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

the clients, other suitable written project approvals are
received from the clients, or until management determines
that revenue recognition is appropriate based on the
probability of client acceptance. The Company's Non-Core
segment recorded revenues of only $0.1 million for 2002, as
compared with revenues of $1.4 million for 2001. The
Company does not expect to record any additional Non-
Core revenues for 2003 and beyond.

For 2001, the Company’s total contract revenues from
ongoing operations increased 15%. This increase included
the effect of Energy revenues totaling $9.9 million, which
resulted from the consolidation of local currency activities
for two less-than-wholly-owned operating subsidiaries in
Nigeria and Thailand. Such activities of these subsidiaries
were consolidated for the first time in 2001 Including
these first-time revenues, the Energy segment’s revenues
increased by 31% for 2001. In addition to the newly
consolidated revenues, the increase was driven by higher
revenues from OPCO, which contributed 28% of this
segment's total revenues for 2000, as well as higher
revenues associated with new work in Energy’s operations
engineering business. Energy’s OPCO revenues increased
on an overall basis by 41% for 2001, primarily as a result of
new OPCO contracts that were added during the second
half of 2000. The Engineering segment posted revenue
growth of 7% for 2001, with its transportation and civil
businesses registering the most significant improvements of
10% and 5%, respectively. The increase in transportation
revenues was the result of state transportation funding
increases associated with TEA-21, while the growth in civil
came primarily from several new significant projects. The
Company's Non-Core segment posted 2000 revenues of
$41.6 million. The majority of Non-Core revenues for 2000
reflected five months of activity for BSSI, which was sold
effective June 1, 2000, with the remainder attributable to
the Company's former construction operations.

Gross Profit

Expressed as a percentage of total contract revenues, gross
profit decreased slightly to 16.3% in 2002 from 16.7% in
2001. The Company's gross profit from ongoing operations
was 15.5% of total contract revenues for 2002 and 16.6%
in 2001. Higher 2002 costs associated with the Company's
self-insured medical plan and its casualty insurance
coverages, as well as the fourth quarter 2002 settlement of
the LTV Steel Company ("LTV") litigation (as discussed
more fully in Note 13 to the accompanying financial
statements), adversely impacted gross profit from ongoing
operations for 2002. The Energy segment's gross profit
percentage was 14.1% for 2002, down from 18.2% for
2001. Contributing to this Energy decrease were the
expiration of several higher margin international contracts
that were either not renewed or renewed at lower margins
in late 2001 and early 2002, charges associated with an

international project that was terminated during the second
quarter of 2002, and bad debt expense associated with an
Energy customer’s bankruptcy filing during 2002. Also
adversely affecting Energy’s 2002 gross profit were several
new lower margin domestic contracts that commenced
during the first quarter of 2002, and the aforementioned
higher 2002 costs for medical and casualty insurance.
Energy's OPCO operations posted a gross profit margin
percentage of 28.6% and 24.8% in 2002 and 2001,
respectively. The Engineering segment’s gross profit
percentage was 16.7% for 2002 as compared to 15.8% in
the comparable period of 2001. Contributing to this overall
increase were a more favorable mix of higher margin
engineering contracts attributable partially to more self-
performed work and less usage of subcontractors during

- 2002, and favorable adjustments on several projects that

were completed during the year. These improvements were
partially offset by the higher 2002 costs for medical and
casualty insurance and the effect of the LTV settlement.
The Company’s Non-Core segment posted gross profit of
$3.5 million for 2002 versus $0.7 million in the prior year
period. The 2002 profit resulted from the favorable
settlement of the ADF International, Inc. ("ADF") litigation
(discussed in Note 4 to the accompanying financial
statements), as partially offset by adverse developments in
casualty insurance claims related to the Company's former
construction and BSSI operations and by charges associated
with the resolution of disputes related to the sale of BSSI.

As a percentage of total contract revenues, gross profit
increased in 2001 from 13.3% in 2000. The Company's
gross profit from ongoing operations was 15.8% of total
contract revenues in 2000. The Energy segment’s gross
profit percentage decreased in 2001 from 19.4% in 2000.
OPCO contracts posted a gross profit percentage of 24.8%
in 2001 compared to 20.1% in 2000. This increased
profitability in the OPCO operations was offset by lower
2001 margins associated with Energy's growing manpower
supply business and, to a lesser extent, its 50% owned
subsidiary in Venezuela. The previously mentioned first-
time consolidation of Energy’s local currency activities in
Nigeria and Thailand had no material effect on its gross
margin or net income for the year ended December 31,
2001. In the Engineering segment, gross margin improved
in 2001 from 14.5% in 2000. This improvement was
primarily driven by profitability associated with several
telecommunications projects which commenced during the
third quarter of 2000, as well as an overall improvement in
the execution of client contracts and change orders, which
thereby permitted 2001 revenue recognition totaling $0.6
million for which the related costs were expensed in a prior
period. The Company's Non-Core segment recorded a
gross loss of $3.2 million in 2000. See Note 4 to the
accompanying financial statements for a discussion of
Non-Core charges recorded during 2000.



MANACEMENT'S DISCUSSICN AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATICONS

Direct labor expressed as a percentage of total contract
revenues was 36%, 32% and 33% in 2002, 2001 and 2000,
respectively. This is a major component of the Company's
cost of work performed due to the nature of its service
businesses. The 2002 increase is attributable to less usage of
subcontractors by both the Engineering and Energy
segments during the year.

Substantially all of the Company’s current insurance
coverages are scheduled to renew effective July 1, 2003.
Based on current general market conditions, the Company
may again experience significant increases in costs and/or
deductibles, as well as potential decreases in primary policy
limits, in connection with these renewals. Under the terms
of certain of the Company's contracts, all or portions of any
such cost increases may be passed on to customers.
Management currently expects that its costs for insurance
coverages will increase again effective July 1, 2003, but is
uncertain how much of the cost increases will be
recoverable from clients under existing contracts.

Selling, General and Administrative Expenses

Selling, general and administrative ("SG&A”) expenses
expressed as a percentage of total contract revenues
increased to 12.1% for 2002 versus 11.7% in 2001. SG&A
expenses for the Company's ongoing operations increased
to 11.5% in 2002 compared to 11.1% in 2001. This
increase in SG&A expenses as a percentage of total contract
revenues primarily resulted from higher medical costs,
higher professional fees, and pre-implementation expenses
incurred during the first quarter of 2002 in connection with
a new Enterprise Resource Planning ("ERP") system. These
cost increases were partially offset by a 92% reduction in
incentive compensation expense and the absence of
goodwill amortization expense in 2002. The Energy
segment's SG&A expenses expressed as a percentage of
revenues decreased to 10.1% in 2002 from 11.8% in 2001.
In addition to the incentive compensation expense
reduction, the Energy segment’s percentage decrease was
also supplemented by lower personnel costs associated with
several departures of management personnel during 2002
and the absence of goodwill amortization expense during
2002. These Energy cost decreases were partially offset by
higher medical and ERP-related costs. In the Engineering
segment, SG&A expenses expressed as a percentage of
revenues increased to 12.4% in 2002 from 10.6% in 2001.
In addition to the higher first quarter 2002 ERP costs, this
increase is also attributable to the relatively unchanged
Engineering revenues coupled with higher medical costs, as
partially offset by the decrease in incentive compensation
expense. For the Company's Non-Core operations, SG&A
expenses were $2.4 million and $2.5 million for 2002 and
2001, respectively. In 2002, these SG&A expenses related
to legal costs associated with the Company's ADF appeal
and its claim against Hellmuth, Obata & Kassabaum, Inc.

{("HOK?"), both of which are discussed in Note 4 to the
accompanying financial statements, and the write-down of
a non-trade receivable balance in connection with an offer
to settle a dispute related to the sale of a business. The
Non-Core segment’s 2001 SG&A expenses related entirely
to legal costs associated with the ADF and HOK litigation.

In 2001, both total SG&A expenses and those from the
Company’s ongoing operations, expressed as a percentage
of revenues, increased from 10.6% in 2000. In the Energy
segment, SG&A expenses expressed as a percentage of
revenues decreased in 2001 from 12.7% in 2000. This
decrease is primarily attributable to the addition of
operations and maintenance services to several OPCO
contracts during the second half of 2000, which resulted in
a 2001 revenue increase without a corresponding increase
in overhead costs. This percentage decrease was partially
offset by the combination of higher incentive
compensation expenses and higher 2001 corporate
overhead allocations to the Energy and Engineering
segments. SG&A expenses expressed as a percentage of
revenues in the Engineering segment increased for 2001
from 9.4% in 2000. This percentage increase is primarily
attributable to the aforementioned increases in incentive
compensation expenses and corporate overhead allocations.
In the Non-Core segment, SG&A expenses decreased from
$4.4 million in 2000.

Other Income and Expense

Interest income decreased to $0.3 million in 2002 from
$0.7 million in 2001 due to a combination of the significant
reduction in interest rates that occurred over the course of
2001 and a reduction in the Company’s invested cash
balances during 2002. Interest expense also decreased to
$0.1 million from $0.9 million in 2001. This reduction in
interest expense was due to the favorable February 2002
rulings on the ADF matters which made the further
recording of interest expense on the ADF escrow
unnecessary, and the Company’s third quarter 2001
repayment of all remaining seller-financed debt related to
the 1999 Steen acquisition. The Company recorded other
expenses for 2002 that were negligible versus other income
of $0.3 million in 2001. The 2002 expense resulted
principally from minority interest expense related to the net
income of three consolidated Energy subsidiaries, as almost
entirely offset by equity income from an unconsolidated
joint venture in the Energy segment. Aside from minority
interest expense and the again offsetting equity income from
the unconsolidated joint venture, the 2001 other income
amount incrementally included miscellaneous income from a
non-income-tax-related settlement.

Interest income increased in 2001 from $0.4 million in
2000, due to interest earned on the cash placed in escrow
for the appeal of the ADF judgments. Interest expense
remained unchanged at $0.9 million for both 2001 and
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2000. In 2001, the Company recorded interest expense
associated with the ADF escrow, and in 2000, the
Company was in a net borrowed position for the first five
months of the year, which resulted in higher interest
expense under its credit agreement during that period.
Other income decreased in 2001 from $0.7 million in 2000.
The primary components of the 2000 other income amount
were a $2.2 million gain on the sale of BSS!, as offset by
net charges totaling $0.9 million related to the disposition
of certain leased heavy and highway construction equipment.

Income Taxes

The Company's full year provision for income taxes
resulted in'an effective tax rate of 45.0% in 2002, compared
to an effective tax rate of 45.5% and 51% in 2001 and
2000, respectively. The differences between these
percentages and the 35% statutory U.S. Federal rate are
primarily attributable to state and foreign income taxes.
The Company’s slightly lower effective tax rate for 2002
reflects the effect of a more favorable mix of domestic and
foreign income before taxes, as impacted by the 2002
settlements of the ADF and LTV matters (as discussed in
Notes 4 and 13 to the accompanying financial statements).
The higher effective tax rate for 2000 resulted from the
effects of certain foreign and state taxes that could not be
offset against tax benefits derived from other jurisdictions
within reporting periods.

Non-Core Operations

As discussed more fully in Note 4 to the accompanying
financial statements, pursuant to a March 2000 settlement
agreement, Baker Mellon Stuart Construction, Inc.
("BMSCI"), a wholly-owned subsidiary of the Company,
paid Universal City Development Partners ("UCDP")

$2.0 million to resolve the claims between them. BMSCI
remained responsible for resolution of remaining
subcontractor and vendor claims, the most significant of
which was a suit brought by ADFE A liability judgment
totaling $10.0 million was entered in favor of ADF by the
LS. District Court during the fourth quarter of 2000. As a
result, in addition to amounts that had been previously
accrued, the Company recorded additional charges totaling
$6.8 million in the fourth quarter of 2000.

In January 2001, BMSCI filed an appeal of the ADF
liability judgment with the U.S. Court of Appeals for the
11th Circuit {("Court of Appeals”). In April 2001, the District
Court entered an additional judgment totaling $1.1 million
on behalf of ADF relative to its claim for attorney’s fees and
costs in connection with the foregoing action. The effect of
this judgment had been included in the charges recorded by
the Company during 2000. BMSCI and ADF subsequently
filed appeals of this judgment with the Court of Appeals.

In separate rulings during February 2002, the Court of
Appeals reversed both of the District Court’s prior

judgments for liability and attorney’s fees and costs on
behalf of BMSCI, and remanded the ADF matters back to
the District Court for further proceedings. Based on the
decisions of the Court of Appeals, on August 2, 2002,
the Company received approximately $12.3 million of a
$12.7 million amount previously being held in escrow as a
result of this litigation. The remaining escrow amount of
approximately $0.4 million, relating to an aspect of the
litigation that was not contested by BMSCI, was also
disbursed by the escrow agent in August 2002 to ADE
Court-mandated mediation of the ADF litigation was
conducted in Orlando, Florida on October 23-25, 2002,
As 3 result of the mediation, the Company reached a
settlement with ADF providing for the payment of $5.0
million by the Company to ADF. Also resulting from the
mediation, the Company agreed to release its existing claim
against HOK arising out of the same project, in exchange
for an additional payment of $2.75 million by HOK to
ADF As a result of the settlement, the Company became
obligated to pay contingent legal fees related to its claim
against HOK. Accordingly, the Company reduced its
“accrued litigation reserve” liability balance and accrued an
estimate of the contingent legal fees, thereby resulting in a
net favorable impact of $5.1 million on the Non-Core
segment’s operating income for the quarter ended
September 30, 2002. Both the ADF settlement of $5.0
million and the contingent legal fees of $1.0 million were
paid by the Company during the fourth quarter of 2002.
As a result of the foregoing, the following table
summarizes the net effect of the ADF and HOK litigation
on the Non-Core segment’s operating income for the three
years ended December 31, 2002:

(In millions) 2002 2001 2000
Legal costs $(1.6) $(2.5) $ —
Judgments —_ —_ (6.8)
Settlement 5.8 — —
Favorable/(unfavorable) effect $42 $02.5) $(6.8)

In connection with the UCDP litigation, the Company
determined in early 1999 that it would no longer
participate in general construction projects for buildings or
transportation infrastructure. Accordingly, certain assets
held by the Company's former transportation (heavy and
highway) construction business, including substantially all
fixed assets and the remaining contractual rights and
obligations associated with eight active construction
projects, were sold to A&L, Inc. ("A&L") in March 2000 in
exchange for cash proceeds of $0.7 million and A&ls
assumption of certain debt and lease obligations. During
the second quarter of 2000, charges totaling $1.2 million
were recorded relative to lease obligations on heavy and
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highway construction equipment. An offset of $0.2 million
to this amount was recordad during the third quarter of
2000 when certain of this construction equipment was sold
and the lease obligations were settled. All work on heavy -
and highway construction projects was substantially
completed at December 31, 2001.

As also discussed more fully in Note 4 to the
accompanying financial statements, effective June 1, 2000,
the Company completed the sale of BSSI, a former wholly-
owned subsidiary, to SKE International LLC ("SKE"). In
connection therewith, during the second and third quarters
of 2000, the Company received cash proceeds of $13.5
million and $0.4 million, respectively, and recorded gains
totaling $2.0 million and $0.2 million, respectively, from
the sale of BSSI. Sale-related disputes arose between SKE
and the Company during 2002. As a result of settlement
discussions, charges totaling $0.7 million were recorded to
the Non-Core segment’s selling, general and administrative
expenses during 2002. Although a final settlement
agreement has not yet been executed between the parties,
the Company believes that its disputes with SKE were fully
resolved at December 31, 2002.

Contract Backlog

December 31, December 31,
(In millions) . 2002 2001
Engineering $448.8 $378.9
Energy 96.4 130.7
Non-Core — —
Total $545.2 $509.6

Backlog consists of that portion of uncompleted work
that is represented by signed or executed contracts. Certain
of the Company’s contracts with the Federal government
and other clients may be terminated at will, or option years
may not be exercised; therefore, no assurance can be given
that all backlog will be realized.

The 2002 increase shown above for Engineering reflects
a 25% increase in backlog for its transportation business, as
a result of continued TEA-21 funding. In the Energy
segment, backlog decreased during 2002 due to expected
reductions associated with certain OPCO properties in the
Gulf of Mexico. Qil and gas industry merger, acquisition
and disposition programs affecting the Company's clients
can also result in increases or decreases to the Company’s
Energy backlog.

Liguidity and Capital Resources

Net cash used in operating activities was $9.1 million in
2002 as compared to net cash provided by operating
activities of $19.6 million and $12.4 million in 2001 and
2000, respectively. The 2002 cash usage is primarily the

result of fourth quarter payments related to both the
settlement and related tax effects of the ADF litigation
{(which is discussed more fully in Note 4 to the
accompanying financial statements), the first quarter
payment of 2001 incentive compensation bonuses, and
increases in receivables and other net contract-related assets.
The 2001 increase in cash provided by operating activities
primarily resulted from the improvement in net income.

Net cash used in investing activities was negligible in
2002 and $7.8 million in 2001, compared to net cash
provided by investing activities of $2.7 million in 2000.
The cash used in investing activities for 2002 reflects the
receipt of $12.3 million of the funds placed into escrow
during 2001 in connection with the ADF litigation, as
reduced by capital expenditures of $11.4 million and a
$1.0 million investment in Energy Virtual Partners, a
management service business that offers a high-value
alternative to selling mature, under-resourced oil and gas
properties. The 2001 cash used in investing activities
reflected the funding of $12.7 million into an escrow
account stipulated in connection with the Company’s
appeal of the ADF judgment and capital expenditures of
$4.1 million, as partially offset by a $9.0 million sale of
short-term investments which were purchased just prior to
year-end 2000, Proceeds totaling $13.9 million from the
sale of BSSI also contributed positively to the cash
provided by investing activities for 2000. The Company’s
capital expenditures included computer equipment and
software purchases totaling $10.4 million, $2.3 million and
$1.8 million for 2002, 2001 and 2000, respectively. The
significantly higher 2002 amount includes the purchase and
development of computer software totaling $8.7 million
related to the implementation of certain modules of a new
ERP system. Another significant component of the 2001
capital expenditures amount was $1.2 million related to
purchases of office equipment, primarily associated with
several office expansions.

Net cash provided by financing activities was $0.5
million in 2002, as compared to cash used in financing
activities of $2.4 million and $9.7 million in 2001 and
2000, respectively. The net cash provided by financing
activities for 2002 primarily reflects proceeds from the
exercise of stock options. The cash used in financing
activities for 2001 primarily reflected the final payment of
$2.2 million on a seller note associated with the 1999 Steen
acquisition. The negative cash flow from financing
activities for 2000 was the result of the Company paying
off its revolving credit debt due to its bank.

In 1996, the Company’s Board of Directors authorized the
repurchase of up to 500,000 shares of the Company's
Common Stock in the open market. As of December 31,
2002, approximately 166,000 shares remained available for
repurchase under this program. During 2001, 31,300 shares
of treasury stock were acquired at a total cost of $0.4 million.
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The Company made no treasury share repurchases during
2002 or 2000. In January 2003, the Company reactivated its
share repurchase program. As of March 17, 2003, 80,400
additional treasury shares had been repurchased by the
Company during 2003 at a total cost of $0.7 million. In
February 2003, the Board of Directors authorized the
Company to repurchase up to 500,000 additional shares.

Working capital decreased slightly to $40.5 million at
December 31, 2002 from $41.0 million at December 31,
2001. The Company's current ratio was 1.6:1 and 1.5:1 at
the end of 2002 and 2001, respectively. The improvement
in the current ratio for 2002 resulted primarily from the
impact of the ADF settlement (as discussed in Note 4 to
the accompanying financial statements).

In September 2001, the Company entered into an
unsecured credit agreement (the "Agreement”) with a
consortium of financial institutions. The Agreement
provides for a commitment of $40 million through
September 30, 2004. The commitment includes the sum of
the principal amount of revolving credit loans outstanding
and the aggregate face value of outstanding letters of
credit. The Agreement also requires the Company to meet
minimum equity, leverage, interest and rent coverage, and
current ratio covenants. If any of these covenants or certain

(Amounts in thousands)
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other conditions of borrowing are not achieved by the
Company, under certain circumstances, the banks may
demand the repayment of all borrowings outstanding
and/or require deposits to cover the outstanding letters of
credit. As of December 31, 2002, no borrowings were
outstanding under the Agreement; however; letters of
credit totaling $7.7 million were outstanding as of this date.

The Company plans to utilize its borrowing capacity
under the Agreement for short-term working capital needs
and to support strategic opportunities that management
identifies. The Company's strategy is to better position
itself for growth in its Engineering and Energy segments
through acquisitions that compliment the Company's
experience and skills. The Company views acquisitions and
investments as an important component of its growth
strategy and intends to use both existing cash and the
credit facility to fund such endeavors. If the Company
commits to funding future acquisitions, it may need to
adjust its financing strategies by seeking alternative debt
instruments. The Company currently expects to lengthen
the maturity date of the Agreement during 2003.

A summary of the Company’s contractual obligations and
other commercial commitments as of December 31, 2002 is
as follows:

Payments due by period

] Less than 1-3 4-5 After 5
Contractual obligations Total ! year years years years
Operating leases $64,392 $11,960 $19,264 $13,934 $19,234
Total contractual obligations $64,392 $11,960 $19,264 $13,934 $19,234

Amount of commitment expiration per period

Total amounts  Less than 1-3 4-5 Over 5
Other commercial commitments committed 1 year years years years
Standby letters of credit $7,735 $ 25 $ — § — $7,710
Performance and payment bonds See below
Total commercial commitments $7.735 $ 25 $ — ¢ — $7.710

The Company utilizes operating leases to acquire assets
used in its daily business activities. These assets include
office space, computer and related equipment, and motor
vehicles. The lease payments for use of these assets are
recorded as expenses, but do not appear as liabilities on the
Company's consolidated balance sheets. During January
2003, the Company relocated certain Engineering and
Corporate personnel from office space previously leased in

Coraopolis, PA, and occupied approximately 117,000
square feet of office space in Moon Township, PA. The ten-
year operating lease commitment totaling $22.2 million for
the new space is scheduled to expire on January 31, 2013,
The Company's banks issue standby letters of credit
{"LOCs") on behalf of the Company under the Agreement
discussed above. As of December 31, 2002, most of these
LOGCs had been issued to insurance companies to serve as
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collateral for payments the insurers are required to make
under the Company’s self-insurance programs. These LOCs
may be drawn upon in the event that the Company does
not reimburse the insurance companies for claims payments
made on behalf of the Company. Such LOCs renew
automatically on an annual basis unless either the LOCs are
returned to the bank by the beneficiary or the Company’s
banks elect not to renew them.

The Company currently has a bonding line available
through Travelers Casualty and Surety Company of
America (“Travelers"). At December 31, 2002, performance
and payment bonds totaling $37.8 million were outstanding
under this line. As further discussed in Note 13 to the
accompanying financial statements, these outstanding
bonds included two bonds totaling $36.3 million related to
the Company's former construction operations, of which
one for $11.9 million was terminated during the first
quarter of 2003. These borids are terminated by Travelers
when the related projects are completed and all appropriate
releases are received from the client. In prior years, the
utilization of this bonding line was higher due to the
bonding requirements of the Company’s former
construction and BSSI operations. Management believes
that this bonding line will be sufficient to meet its bid and
performance bonding needs for at least the next year.

The Company's professional liability insurance coverage
had been placed on a claims-made basis with Reliance
Insurance Group ("Reliance”) for the period July 1, 1994
through June 30, 1999. On May 29, 2001, the Pennsylvania
Insurance Commissioner placed Reliance into
rehabilitation; and on October 3, 2001, Reliance was
placed into liquidation. The Company is uncertain at this
time what effect these actions will have on any claim the
Company or its subsidiaries may have for insurance
coverage under policies issued by Reliance with respect to
past years. Baker Environmental, Inc. ("BEI"), a wholly-
owned subsidiary of the Company, is subject to one
substantial claim which falls within the Reliance coverage
period. This claim reflects an action by LTV against BEI,
resulting from the failure of a landfill for which BEI
provided services. In December 2002, after a hearing in the
U.S. District Court for the Western District of
Pennsylvania, out-of-court settlement discussions between
LTV and BEIl commenced. [n February 2003, LTV and BEI
reached an out-of-court settlement that will provide a
payment to LTV in the amount of $2.5 million. As a result
of the settlement, pre-tax charges totaling $2.4 million
were included in the Engincering segment’s cost of work
performed during the fourth quarter of 2002. This
settlement is subject to the approval of the Bankruptcy
Court overseeing the LTV bankruptcy proceeding. The
Company expects the Bankruptcy Court to take action by
the end of March 2003, and payment by the Company will
be required soon thereafter. Due to the liquidation of

Reliance, the Company is currently uncertain what amounts
paid to LTV will be recoverable under the insurance policy
with Reliance. Accordingly, the Company recorded no
receivable from Reliance as of December 31, 2002.

The Company views its short and long-term liquidity as
being dependent upon its results of operations, changes in
working capital and its borrowing capacity. These factors
are further dependent upon appropriations of public funds
for infrastructure and other government-funded projects,
capital spending levels in the private sector, and the
demand for the Company’s services in the engineering and
energy markets. Additional external factors such as price
fluctuations in the energy industry could affect the
Company. The Federal government’s TEA-21 legislation
has made significant transportation funding available to the
various state agencies since its approval in 1998. The
Federal budget approved for the U.S. government's 2002-
2003 fiscal year included transportation funding equal to
that approved for its 2001-2002 fiscal year; however,
certain state agencies may not apply for Federal
transportation funding during 2003 as they may be unable
to commit the required matching funds. Transportation
funding is expected to receive significant attention during
the Federal budget approval process for its 2003-2004 fiscal
year, as TEA-21 is up for reauthorization. During 2002, the
Company observed increased Federal spending activity on
FEMA, Department of Defense and Homeland Security
activities. Additional government spending in these areas,
or on transportation infrastructure, could result in
profitability and liquidity improvements for the Company.
Significant contractions in any of these areas could
unfavorably impact the Company’s profitability and
liquidity. During the first half of 2003, the Company
expects that its short-term liquidity will be impacted by
changes in its billing process and system, which took effect
on January 1, 2003. As a result of these changes, client
billing delays are currently being experienced. At this time,
management expects that the timing of its client billings
will return to normal during the second quarter of 2003,
and that client payments will begin to return to normal
terms during the third quarter of 2003. Until then, the
Company expects that these delays will adversely impact
its working capital, and that borrowings under its credit
facility will increase accordingly. The Company also currently
expects to pay the $2.5 million cash settlement to LTV during
the second quarter of 2003. After giving effect to the
foregoing, management still believes that the combination
of cash generated from operations and its existing credit
facility will be sufficient to meet its operating and capital
expenditure requirements for at least the next year.

Critical Accounting Policies
The Company has identified the following critical
accounting policies as those that are most important to the
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portrayal of its results of operations and financial condition,

and which require management's most difficult, subjective or
complex judgments. Each of these policies is alse addressed

in Note 1 to the consolidated financial statements.

Project Cost Estimates to Complete — The Company
utilizes the percentage-of-completion method of
accounting for the majority of contracts in its Engineering
segment. Revenues on these contracts are computed by
multiplying the total contract value for each contract by
the project’s percentage of completion to date, and
subtracting revenues recognized in prior periods. In
applying the percentage-of-completion method, a project’s
percent complete as of any balance sheet date is computed
as the ratio of labor costs incurred to date divided by the
total estimated labor costs at completion. Estimated labor
costs at completion reflect labor costs incurred to date plus
an estimate of the labor costs to complete the project. As
changes in estimates of total labor costs at completion
and/or estimated total losses on projects are identified,
appropriate earnings adjustments are recorded during the
period that the change or loss is identified. Due to the
volume and varying degrees of complexity of the
Company's active Engineering projects, as well as the many
factors that can affect estimated costs at completion, the
computations of these estimates require the use of complex
and subjective judgments. Accordingly, labor cost estimates
to complete require regular review and revision to ensure
that project earnings are not misstated.

Unclaimed Revenues — Under certain circumstances, the
Company may agree to provide new or additional
engineering services to a client without a fully executed
contract or change order. In these instances, although the
costs of providing these services are expensed as incurred,
the recognition of related contract revenues is delayed until
the contracts and/or change orders have been fully
executed by the clients, other suitable written project
approvals are received from the clients, or until management
determines that revenue recognition is appropriate based
on the probability of client acceptance. The probability of
client acceptance is assessed based on such factors as the
Company’s historical relationship with the client, the
nature and scope of the services to be provided, and
management’s ability to accurately estimate the realizable
value of the services to be provided. Under this policy, the
Company had not recognized potential future revenues
estimated at $3.6 million and $2.4 million as of December
31, 2002 and 2001, respectively, for which the related costs
had already been expensed as of these dates. The consistent
application of this policy may result in revenues being
recognized in a period subsequent to the period in which
the related costs were incurred and expensed.

Contingencies — The preparation of financial statements in
conformity with generally accepted accounting principles
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and
the disclosure of contingent assets and liabilities as of the
date of the financial statements, and also affect the amounts
of revenues and expenses reported for each period.
Specifically, management estimates are inherent in the
assessment of the Company's exposure to insurance claims
that fall below policy deductibles, and to litigation and other
legal claims and contingencies. Significant management
judgment and reliance on third-party experts are utilized in
determining probable and/or reasonably estimable amounts
to be recorded or disclosed in the Company’s financial
statements. The results of any changes in accounting
estimates are reflected in the financial statements of the
period in which the changes are determined.

Recent Accounting Pronouncements

In August 2001, the Financial Accounting Standards Board
("FASB") issued Statement of Financial Accounting Standards
No. 143, "Accounting for Asset Retirement Obligations,”
which requires that obligations associated with retirements
of tangible long-lived assets be recorded as liabilities when
those obligations are incurred. The Company will be
required to adopt this standard effective January 1, 2003,
and does not believe that the adoption of this statement will
have a material impact on its financial statements.

In July 2002, the FASB issued Statement of Financial
Accounting Standards No. 146, "Accounting for Exit or
Disposal Activities,” which addresses issues associated with
exit or disposal activities initiated after December 31, 2002.
The Company does not believe that the adoption of this
statement will have a material impact on its financial
statements.

In January 2003, the FASB issued Statement of Financial
Accounting Standards No. 148, "Accounting for Stock-
Based Compensation—Transition and Disclosure” {"SFAS
148"). SFAS 148 amends FASRB Statement No. 123,
“Accounting for Stock-Based Compensation” (“SFAS 123"),
to provide alternative methods of transition for companies
that voluntarily change to the fair value based method of
accounting for stock-based employee compensation. In
addition, SFAS 148 amends the disclosure requirements of
SFAS 123 to require prominent disclosures in both annual
and interim financial statements about the method of
accounting for stock-based employee compensation and
the effect of the method used on reported results (see
related disclosures in Note 1 to the accompanying financial
statements). For entities that elect to adopt the fair value
based method of accounting of SFAS 123 in a fiscal year
beginning before December 16, 2003, any of three
methods can be applied. The Company intends to adopt
the prospective method of SFAS 148 effective January 1,
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2003. Under the prospective method, the Company will
begin expensing the value of all stock options granted,
modified or settled after January 1, 2003.

In November 2002, the FASB issued Interpretation No.
45, "Guarantor's Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of
Indebtedness of OGthers” ("FIN 45"). FIN 45 clarifies the
requirements of SFAS No. 5, "Accounting for
Contingencies,” relating to the guarantor’s accounting for
and disclosures of certain guarantees issued. The initial
recognition and measurement provisions of this
interpretation are applicable on a prospective basis to
guarantees issued or modified after December 31, 2002.
The disclosure requirements of this interpretation are
effective for financial statements of interim or annual
periods ending after December 15, 2002. The Company
adopted such disclosure requirements in connection with
the issuance of the accompanying financial statements, in
which the related disclosure requirements can be found in
Note 13. The Company does not believe that the adoption
of the initial recognition and measurement provisions of

this interpretation will have a material impact on its
financial statements.

In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities” ("FIN 46"). FIN
46 clarifies Accounting Research Bulletin No. 51,
“Consolidated Financial Statements,” and requires that
unconsolidated variable interest entities be consolidated by
their primary beneficiaries if the entities do not effectively
disperse risks among parties involved. The primary
beneficiary is the party that absorbs a majority of the
entity's expected losses or returns as a result of holding the
variable interest. The interpretation applies to variable
interest entities in which an enterprise obtains an interest,
or which an enterprise creates, after January 31, 2003. For
variable interest entities created before February 1, 2003,
the interpretation shall be applied for the first interim or
annual reporting period beginning after June 15, 2003. The
Company plans to adopt this interpretation effective July 1,
2003. Since it currently has no variable interest entities, the
Company does not believe that such adoption will have a
material impact on its financial statements.




MICHAEL BAKER CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

For the years ended December 31,

(In thousands, except per share amounts) 2002 2001 2000
Total contract revenues $405,264 $403,222 $390,710
Cost of work performed 339,056 335,842 338,629
Gross profit . 66,208 67,380 52,081
Selling, general and administrative expenses 48,981 47,002 41,356
Income from operations 17,227 20,378 10,725

Other income/(expense):

Interest income 290 687 413
Interest expense (89) (888) (866)
Other, net (34) . 348 700
Income before income taxes 17,394 20,525 10,972
Provision for income taxes . 7,828 9,339 5,596
Net income $ 9,566 $ 11,186 $ 5376
Basic net income per share $ 115 $ 1.35 $ 065
Diluted net income per share $ 112 $ 1.33 $ 065

The accompanying notes are an integral part of the consolidated financial statements.



MICHAEL BAKER CCRPORATION
CONSOLIDATED BALANCE SHEETS

Assets
As of December 31,
(In thousands) 2002 2001
Current Assets
Cash and cash equivalents $ 9,885 $ 18,482
Receivables, net 65,742 67,594
Cost of contracts in progress and estimated earnings, less billings 29,723 25,341
Litigation escrow — 12,710
Prepaid expenses and other 6,220 1,429
“Total current assets 111,570 125,556
Property, Plan and Equipment, net 17,459 10,278
QOther Assets
Goodwill and other intangible assets, net 9,519 9,804
Other assets 6,549 2,748
Total other assets 16,068 12,552
Total assets $145,097 $148,386

The accompanying notes are an integral part of the consolidated financial statements.




MICHAEL BAKER CORPORATION
CONSOLIDATED BALANCE SHEETS

Liabilities And Shareholders’ Investment
As of December 31,

(In thousands) ’ 2002 2001

Current Liabilities

Accounts payable $ 20,373 $ 21,885
Accrued employee compensation 10,909 15,413
Accrued insurance 7,867 5,359
Accrued litigation reserve — 11,770
Income taxes payable 2,801 1,827
Other accrued expenses 24,917 22,263
Excess of billings on contracts in progress over cost and estimated earnings 4191 6,085

Total current liabilities 71,058 84,602
Cther liabilities 2,620 2,291
Commitments and contingencies (Notes 11 and 13) — —

Total liabilities 73,678 86,893
Sharehoiders' [nvestment
Common Stock, par value $1, authorized 44,000,000 shares, issued

8,694,360 and 7,315,894 shares in 2002 and 2001, respectively 8,694 7,316
Series B Common Stock, par value $1, authorized 6,000,000 shares,

issued 0 and 1,296,696 shares in 2002 and 2001, respectively — 1,297
Additional paid-in-capital 38,146 37,734
Retained earnings 27,4114 17,845
Other comprehensive loss (569) (266)
Less - 310,837 and 334,289 shares of Common Stock in treasury, at cost, :

in 2002 and 2001, respectively {2,263) (2,433)

Total shareholders’ investment 71,419 61,493

Total liabilities and shareholders' investment _ $145,097 $148,386

The accompanying notes are an integral part of the consolidated fimancial statements.
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MICHAEL BAKER CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31,

(In thousands) 2002 20081 2000

Cash Flows from Operating Activities
Net income $ 9,566 $ 11,186 $ 5376
Adjustments to reconcile net income to net cash

(used in)/provided by operating activities:

Depreciation and amortization 4,004 5,200 7,068
{Increase)/decrease in deferred income taxes (911) 3,731 (3,207)
Gain on sale of BSS} — — (2,157)
Changes in assets and liabilities:
(Increase)/decrease in receivables and contracts in progress (5,102) (4,766) 7,191
{Decrease)/increase in accounts payable and accrued expenses (10,371} 2,604 2,175
{Decrease)/increase in advance billings (1,894) 1,396 {7,559)
(Increase)/decrease in other net assets (4,412) 275 3,538
Total adjustments (18,686) 8,440 7,049
Net cash (used in)/provided by operating activities (9,120) 19,626 12,425
Cash Flows from Investing Activities
Additions to property, plant and equipment (11,355) (4,120) (2,944)
Investment in Energy Virtual Partners (1,000) — —
Receipt of litigation escrow 12,335 — —
Funding of litigation escrow — (12,710) —
Sale of short-term investments — 8,999 —
Purchase of short-term investments — — (8,999)
Proceeds from the sale of BSSI — — 13,867
Proceeds from the sale of certain construction assets — — 748
Net cash (used in/provided by investing activities (20) (7,831) 2,672

Cash Flows from Financing Activities

Proceeds from exercise of stock options 573 209 467

Repayments of long-term debt (30) (2,264) (10,127)

Payments to acquire treasury stock - (380) —_—
Net cash provided by/(used i) financing activities 543 (2,435) (9,660)
Net (decrease)/increase in cash and cash equivalents (8,597) 9,360 5,437
Cash and cash equivalents, beginning of year 18,482 9,122 3,685
Cash and cash equivalents, end of year $ 9,885 $ 18,482 $ 9122

Supplemental Disclosures of Cash Flow Data
Interest paid $ 58 $ 267 § 985
Income taxes paid $ 7751 § 3,615 $ 2,127

The accompanying notes are an integral part of the consolidated financial statements.




MICHAEL BAKER CORPORATION
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' INVESTMENT

(In thousands)

Common

Stock,

Par value $1 Par value §1

Series B

Common

Stock,

Additional

Treasury paid-in Retzained

Shares

Amount capital earnings

Other
compre-
hensive
income/

(loss)

Balance, December 31, 1999
Net income
Series B Common Stock
conversions to
Common Stock
Stock options exercised
Restricted stock issued
Foreign currency translation
adjustments

$ 7,171

$ 1,314

(9)

(303)

$ (2,053) $ 37084 % 1283
— — - 5,376

— 386 —
— 18 —

(335)

Balance, December 31, 2000

(2,053) 37,488 6,659

(335)

Net income
Series B Common Stock
conversions to
Common Stock
Stock options exercised
Restricted stock issued
Treasury stock purchases
Foreign currency translation
adjustments

(1)

_ — 11,186

— 174 —
- 72 _

69

Balance, December 31, 2001

(334)

(2,433) 37,734 17,845

(266)

Net income
Series B Common Stock
conversions to
Common Stock
Stock options exercised
Restricted stock issued
Restricted stock forfeited
Premium on Series B exchange
Foreign currency translation
adjustments

— 497 —
— 112 —
— (27) —
170 (170) —

Balance, December 31, 2002

$ 8,694

(311)

$ (2263) $ 38,146 $ 27411

COMPREHENSIVE INCOME

(In thousands)

2002 2001

2000

Net income

Other comprehensive {loss)/income:
Foreign currency translation adjustment

$ 9,566 $11,186

(303) 69

$ 57376

(335)

Comprebensive income

$ 9,263 $11,255

$ 5041

The accomparying wotes are an integral part of the consolidated financial statements.
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NCTES TO CONSOLIDATED FINANCIAL STATEMENTS

. Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts
of Michael Baker Corporation and its subsidiaries (the
“Company”), as well as entities over which it exercises
significant influence and owns at least 50%. Minority
interest amounts relating to the Company’s less-than-
wholly-owned consolidated subsidiaries are included within
the "other, net" caption in the Consolidated Statements of
Income and within the other liabilities caption in the
Consolidated Balance Sheets. Investments in non-
consolidated affiliates (20 to 50% owned companies) are
accounted for under the equity method, and entities in
which the Company owns less than 20% are accounted for
under the cost method, in the Consolidated Balance Sheets
and Statements of Income. All intercompany accounts and
transactions have been eliminated in consolidation.

Accounting for Contracts

The Company earns its revenues from the provision of
Engineering and Energy related services. In providing these
services, the Company typically incurs direct labor,
subcontractor and certain other direct costs ("ODCs").
Under certain cost-type contracts with governmental
agencies in the Engineering segment, the Company is not
contractually permitted to earn a margin on subcontractor
costs and ODCs. The Company reflects revenues related to
its direct labor, subcontractors and ODCs in its total
contract revenues as long as the Company remains
responsible to the client for the acceptability of the
services provided.

The majority of contracts in the Engineering segment
qualify for revenue recognition under the percentage-of-
completion method of accounting. Revenues on fixed-price
and cost-type contracts are determined by multiplying the
total contract value for each contract by the project's
percentage of completion to date, and subtracting revenues
recognized in prior periods. In applying the percentage-of-
completion method to these contracts, the Company
measures the extent of progress toward completion as the
ratio of labor costs incurred to date over total estimated
labor costs at completion. As work is performed under
contracts, estimates of the labor costs to complete are
regularly reviewed and updated. As changes in estimates of
total labor costs at completion and/or estimated total losses
on projects are identified, appropriate earnings adjustments
are recorded during the period that the change or loss is
identified. For contracts that do not qualify for percentage-
of-completion accounting, revenue is recognized based on
management’s best estimate of the efforts expended relative
to the services provided.

Under certain circumstances, the Company may agree to
provide new or additional engineering services to a client
without a fully executed contract or change order. In these
instances, although theé costs of providing these services are
expensed as incurred, the recognition of related contract
revenues is delayed until the contracts and/or change orders
have been fully executed by the clients, other suitable
written project approvals are received from the clients, or
until management determines that revenue recognition is
appropriate based on the probability of client acceptance.
The probability of client acceptance is assessed based on
such factors as the Company’s historical relationship with
the client, the nature and scope of the services to be
provided, and management’s ability to accurately estimate
the realizable value of the services to be provided.

Total contract revenues for the operations and maintenance
contracts in the Energy segment are primarily recognized
as related services are provided. Performance bonuses are
earned under certain operations and maintenance contracts
in the Energy segment. Because the amounts of these
bonuses are difficult to estimate, such bonuses are recorded
as revenues when the amounts are both probable and
reasonably estimable.

Fair Value of Financial Instrumenis

The fair value of financial instruments classified as current
assets and liabilities approximates carrying value due to the
short-term nature of the instruments. The carrying value of
all long-term debt approximates its fair value.

Use of Estimates

The preparation of financial statements in conformity with
generally accepted accounting principles requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities as of the date
of the financial statements, and also affect the amounts of
revenues and expenses reported for each period. Actual
results could differ from those which result from using the
estimates. The use of estimates is an integral part of
determining cost estimates to complete under the
percentage-of-completion method of accounting for
contracts. Management also utilizes estimates in the
assessment of the Company's exposure to insurance claims
that fall below policy deductibles, and to assess its
litigation and other legal claims and contingencies. The
results of any changes in accounting estimates are reflected
in the financial statements of the period in which the
changes are determined.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand or deposit,
and money market mutual funds with remaining maturities
of less than 90 days at the time of purchase.
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Foreign Currency Translation

The Company's foreign subsidiaries typically utilize local
currencies as the functional currency for each location.
Adjustments resulting from translating functional currency
financial statements into U.S. dollars are included as a
component of other comprehensive income/(loss) in the
shareholders’ investment section of the Company's
Consolidated Balance Sheets.

Depreciation and Amortization

Depreciation on property, plant and equipment is recorded
using straight-line and accelerated methods over the
estimated useful lives of the assets. The estimated useful
lives range from 2 to 40 years on buildings and improvements,
3 to 10 years on equipment and vehicles, 30 years for
marine vessels, and 3 to 7 years on computer hardware and
software. Upon disposal of property, the asset and related
accumulated depreciation accounts are relieved of the
amounts recorded therein for such items, and any resulting
gain or loss is reflected in income. Amortization of other
intangible assets is provided primarily on a straight-line
basis aver the estimated useful lives of the assets. Aside from
goodwill, the Company’s sole intangible asset is a non-
compete agreement which is being amortized over 7 years.

Gooawill

Goodwill, which represents the excess of cost over net
assets of acquired companies, has not been amortized since
the Company adopted Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets”
("SFAS 142") on January 1, 2002. This unamortized balance
is evaluated during the second quarter of each year or when

events occur or circumstances change that could cause
goodwill to be impaired. Management assesses the
impairment of its goodwill balances using its current
enterprise value, estimates of future net cash flows, and
EBITDA multiples. Through December 31, 2001, goodwill
was amortized on a straight-line basis over periods ranging
from 5 to 20 years.

Accounting for Stock Options

As permitted under Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based
Compensation” (“SFAS 123"), during 2002, the Company
continued to utilize the intrinsic value method of
accounting for stock-based compensation, as originally
promulgated by Accounting Principles Board Opinion

No. 25, "Accounting for Stock Issued to Employees.”
Accordingly, no compensation cost was recognized for
stock options granted in 2002 and 2000; however, $219,000
was expensed in 2001 as the result of decisions to accelerate
the vesting and extend the expiration date of an individual'’s
options. As discussed more fully in Note 2 to these financial
statements, the Company plans to adopt the prospective
method of SFAS No. 148 effective January 1, 2003.

If compensation costs for the Company’s stock incentive
plans had been determined based on the fair value at the
grant dates for awards under those plans, consistent with
the method prescribed by SFAS 123, the Company's net
income and diluted net income per share amounts would
have been reduced. 1f SFAS 123 had been used, the
Company's pro forma net income and net income per share
amounts would have been as follows:

For the years ended December 31,

(In thousands) 2002 200: 2000

Net income, as reported $9,566 $11,186 $5,376
Add: Stock-based employee compensation expense included in reported

net income, net of related tax effects - 120 —
Deduct: Total stock-based employee compensation expense determined

under fair value method for all awards, net of related tax effects (428) (322) (117)

Pro forma net income $9,138 $10,984 $5,259

For the years ended December 31,

2002 2001 2000
Reported earnings per share:
Basic $ 1.15 $ 1.35 $ 065
Diluted 1.1 1.33 0.65
Pro forma earnings per share:
Basic 1.09 1.32 0.64
Diluted $1.07 $ 130 $ 0.64
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Earnings Per Common Share

The following table summarizes the Company’s weighted
average shares outstanding for the years ended December 31,
2002, 2001 and 2000. The additional shares included in
diluted shares outstanding are entirely attributable to

stock options.

Weighted Average

Shares Qutstanding 20072 2001 2600
Basic 8,350,940 8,291,005 8,209,395
Diluted 8,515,154 8,425,079 8,237,791

Reclassifications

Certain reclassifications have been made to prior years'
amounts in the Consclidated Balance Sheets and
Statements of Cash Flows, as well as the business segment
disclosures in Note 5, in order to conform to the current
year presentation.

2. Recent Accounting Pronouncements

In August 2001, the Financial Accounting Standards Board
{"FASB") issued Statement of Financial Accounting Standards
No. 143, "Accounting for Asset Retirement Obligations,”
which requires that obligations associated with retirements
of tangible long-lived assets be recorded as liabilities when
those obligations are incurred. The Company will be
required to adopt this standard effective January 1, 2003,
and does not believe that the adoption of this statement will
have a material impact on its financial statements.

In July 2002, the FASB issued Statement of Financial
Accounting Standards No. 146, "Accounting for Exit or
Disposal Activities,” which addresses issues associated with
exit or disposal activities initiated after December 31, 2002.
The Company does not believe that the adoption of
this statement will have a material impact on its
financial statements.

In January 2003, the FASB issued Statement of Financial
Accounting Standards No. 148, "Accounting for Stock-
Based Compensation—Transition and Disclosure” (“SFAS
148"). SFAS 148 amends SFAS 123 to provide alternative
methods of transition for companies that voluntarily
change to the fair value based method of accounting for
stock-based employee compensation. In addition, SFAS 148
amends the disclosure requirements of SFAS 123 to require
prominent disclosures in both annual and interim financial
statements about the method of accounting for stock-based
employee compensation and the effect of the method used
on reported results. For entities that elect to adopt the fair
value based method of accounting of SFAS 123 in a fiscal
year beginning before December 16, 2003, any of three
methods can be applied. The Company intends to adopt

the prospective method of SFAS 148 effective January 1,
2003. Under the prospective method, the Company will
begin expensing the value of all stock options granted,
modified or settled after January 1, 2003.

In November 2002, the FASB issued Interpretation No. 45,
"Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others” (“FIN 45"). FIN 45 clarifies the requirements of SFAS
No. 5, "Accounting for Contingencies,” relating to the
guarantor's accounting for and disclosures of certain
guarantees issued. The initial recognition and measurement
provisions of this interpretation are applicable on a prospective
basis to guarantees issued or modified after December 31,
2002. The disclosure requirements of this interpretation are
effective for financial statements of interim or annual periods
ending after December 15, 2002. The Company adopted
such disclosure requirements in connection with the
issuance of these financial statements; the related disclosure
requirements can be found in Note 13. The Company does
not believe that the adoption of the initial recognition and
measurement provisions of this interpretation will have a
material impact on its financial statements.

In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities” ("FIN 46").

FIN 46 clarifies Accounting Research Bulletin No. 51,
“Consolidated Financial Statements,” and requires that
unconsolidated variable interest entities be consolidated by
their primary beneficiaries if the entities do not effectively
disperse risks among parties involved. The primary
beneficiary is the party that absorbs a majority of the
entity’s expected losses or returns as a result of holding the
variable interest. This interpretation applies to variable
interest entities in which an enterprise obtains an interest,
or which an enterprise creates, after January 31, 2003. For
variable interest entities created before February 1, 2003,
the interpretation shall be applied for the first interim or
annual reporting period beginning after June 15, 2003. The
Company plans to adopt this interpretation effective July 1,
2003. Since it currently has no variable interest entities, the
Company does not believe that such adoption will have a
material impact on its financial statements.

3. Contracts

The total cost of contracts in progress (used to determine
cost of work performed) plus accumulated gross profit
recorded was $979,839,000 and $922,079,000 at December
31, 2002 and 2001, respectively. Billings to date on
contracts in progress at December 31, 2002 and 2001 were
$954,307,000 and $902,823,000, respectively.

Trade accounts receivable balances totaling $6,287,000 and
$5,937,000 at December 31, 2002 and 2001, respectively,
relate to retainage provisions under long-term contracts
which will be due upon completion of the contracts. Based on
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management’s estimates, $3,112,000 of the retention balance
at December 31, 2002 is expected to be collected in 2003.

The Company had allowances for doubtful accounts
totaling $2,425,000 and $1,508,000 as of December 31, 2002
and 2001, respectively. These allowance amounts reflect
receivable balances for which collection is doubtful, and
have been netted against the receivables balances shown in
the Consolidated Balance Sheets.

Consistent with industry practice, within each of the
Company's operating segments, credit is granted to
customers for the payment of services rendered. Although
the Company has a diversified client base, a substantia)
portion of its receivables and net underbillings reflected in
the Consolidated Balance Sheets is dependent upon ULS.
Federal and state government funding.

Internationally, the Company conducts business in certain
countries where the local political environment subjects the
Company's related trade receivables, due from subsidiaries
of major oil companies, to lengthy collection delays. Based
upon past experience with these clients, after giving effect
to the Company’s related allowance for doubtful accounts
balance at December 31, 2002, management believes that
these receivable balances will be fully collectible.

4. Non-Core Operations

During 2000, the Company recorded losses related to the
CityWalk construction project being performed by Baker
Mellon Stuart Construction, Inc. ("BMSCI"), a wholly-
owned subsidiary of the Company, for Universal City
Development Partners ("UCDP") at the Universal Studios
theme park in Orlando, Florida. Under this contract,
BMSCI acted as the construction manager and self-
performed a portion of the work to construct a new
entrance to the park. Following its inception in 1997, this
project suffered delays and performance issues arose. In
March 1999, BMSCI was terminated by UCDP from the
project, which was over 90% complete. Both parties filed
lawsuits in this matter during the first quarter of 1999.
Pursuant to a March 2000 settlement agreement, BMSCI
paid LUICDP $2.0 million; the Company recorded related
charges during 1999.

Certain subcontractors also sued BMSCI seeking
reimbursement for costs incurred and related damages.
The most material of these claims involved a suit brought
against BMSCI in ULS. District Court by ADF
International, Inc. ("ADF"), BMSCI's subcontractor for
structural steel and miscellaneous metals, seeking damages
for alleged breaches of contract relating to the project. On
December 28, 2000, liability judgments were entered by
the District Court in favor of ADF against BMSCI in the
amount of $10.0 million. As a result, BMSC] recorded
additional charges during the fourth quarter of 2000
totaling $5.5 million related to the liability judgments and
$1.3 million in estimated ADF attorney’s fees.

In January 2001, BMSCI filed an appeal of the ADF
liability judgment with the U.S. Court of Appeals for the
11th Circuit {("Court of Appeals”). In April 2001, the
District Court entered an additional judgment totaling $1.1
million on behalf of ADF relative to its claim for attorney's
fees and costs in connection with the foregoing action. The
effect of this judgment had been included in the charges
recorded by the Company during 2000. BMSCI and ADF
subsequently filed appeals of this judgment with the Court
of Appeals. In conjunction with filing these appeals,
BMSCI was required by the Court of Appeals to post
security, and subsequently placed amounts totaling $12.7
million into an escrow account during 2001. The Company
recorded both interest income (at a fluctuating market
investment rate) and interest expense (at a rate of 6.052%,
as stipulated by the Court of Appeals) on the escrow
amount during 2001,

In separate rulings during February 2002, the Court of
Appeals reversed both of the District Court’s prior
judgments for liability and attorney's fees and costs on
behalf of BMSCI, and remanded the ADF matters back to
the District Court for further proceedings. Based on the
decisions of the Court of Appeals, on August 2, 2002, the
Company received $12.3 million of the $12.7 million
previously being held in the escrow account. The remaining
escrow amount of $0.4 million, relating to an aspect of the
litigation that was not contested by BMSCI, was also
disbursed by the escrow agent in August 2002 to ADFE

Court-mandated mediation of the ADF litigation was
conducted in Orlando, Florida on October 23-25, 2002.
As a result of the mediation, the Company reached a
settlement with ADF providing for the payment of $5.0
million by the Company to ADFE Also resulting from the
mediation, the Company agreed to release its existing claim
against Hellmuth, Obata & Kassabaum, Inc. ("HOK")
arising out of the same project, in exchange for an
additional payment of $2.75 million by HOK to ADF As a
result of the settlement, the Company became obligated to
pay contingent legal fees related to its claim against HOK.
Accordingly, the Company reduced its "accrued litigation
reserve” liability balance and accrued an estimate of the
contingent legal fees, thereby resulting in a net favorable
impact of $5.1 million on the Non-Core segment's
operating income for the quarter ended September 30,
2002. Both the ADF settlement of $5.0 million and the
contingent legal fees of $1.0 million were paid by the
Company during the fourth quarter of 2002.

In connection with the UCDP litigation, the Company
determined in early 1999 that it would no longer
participate in general construction projects for buildings or
transportation infrastructure. Accordingly, certain assets
held by the Company’s former transportation (heavy and
highway) construction business, including substantially all
fixed assets and the remaining contractual rights and
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obligations associated with eight active construction
projects, were sold to A&l Inc. ("A&L"} in March 2000 in
exchange for cash proceeds of $0.7 million and A&Ls
assumption of certain debt and lease obligations. During
the second quarter of 2000, charges totaling $1.2 million
were recorded relative to lease obligations on heavy and
highway construction equipment. An offset of $0.2 million
to this amount was recorded during the third quarter of
2000 when certain of this construction equipment was sold
and the lease obligations were settled. All work on heavy
and highway construction projects was substantially
completed at December 31, 2001.

Effective June 1, 2000, the Company completed the sale
of Baker Support Services, Inc. ("BSSI"), a former wholly-
owned subsidiary, to SKE International LLC (“SKE"). BSSI
primarily provided operations and maintenance services on
LLS. military bases worldwide. In exchange for 100% of the
common stock of BSSI, the Company received cash
proceeds of $13.5 million, and another $0.5 million was
placed in escrow by SKE pending resolution of a post-
closing purchase price adjustment. Management's
discussions with SKE during the third quarter of 2000
resulted in an additional payment of approximately $0.4
million of the $0.5 million escrowed by SKE. These total
payments resulted in the Company recording a related gain
on sale of $2.2 million during 2000. BSSI's results of
operations through May 31, 2000 are included in the
Consolidated Statements of Income. Sale-related disputes
arose between SKE and the Company during 2002. As a
result of settlement discussions, charges totaling $0.7
million were recorded to the Non-Core segment’s selling,
general and administrative expenses during 2002. Although
a final settlement agreement has not yet been executed
between the parties, the Company believes that its disputes
with SKE were fully resolved at December 31, 2002.

5. Business Segment [nformation

The Company's business segments reflect how management

makes resource decisions and assesses its performance. The

Company has the following three reportable segments:

® The Engineering segment provides a variety of design
and related consulting services. Such services include
design-build, construction management, consulting,
planning, program management, surveying, mapping,
geographic information systems, architectural and
interior design, construction inspection, constructability
reviews, software development, site assessment and
restoration, strategic regulatory analysis, regulatory
compliance, and advanced management systems.

¢ The Energy segment provides a full range of Total Asset
Management services for operating energy production
facilities worldwide. These services range from complete

outsourcing solutions to specific services such as training,
personnel recruitment, pre-operations engineering,
maintenance management systems, field operations and
maintenance, mechanical equipment maintenance,
procurement, and supply chain management. Many of
these service offerings are enhanced by the utilization of
this segment’'s OPCO® managed production model as a
service delivery method.

¢ The Non-Core segment includes activity associated with
the former buildings and transportation construction
operations that are being wound down, and the former
BSSI subsidiary, which was sold in June 2000.

The accounting policies of the segments are the same as
those described in the summary of significant accounting
policies (see Note 1). The Company evaluates the
performance of its segments primarily based on operating
income before Corporate overhead allocations.

The following tables reflect the required disclosures for
the Company’s reportable segments (in millions):

2002 2001 2000

Total contract revenues:

Engineering $242.6 $243.6 $2028.4
Energy 162.6 158.2 120.7
Non-Core 0.1 1.4 41.6

Total $405.3 $403.2 $390.7

2002 2001 2000

Income/(loss) from operations
without Corporate
expenses allocated:

Engineering $ 16.0 $ 186 $ 16.1
Energy 9.5 12.8 9.7
Non-Core 3.5 0.7 (6.9)
Subtotal — segments 29.0 32.1 18.9
Corporate/Insurance (11.8) (11.7) (8.2)
Total $172 $204 $107
2002 2001

Segment assets:
Engineering $ 76.8 $ 724
Energy 52.6 46.6
Non-Core 1.0 14.6
Subtotal ~ segments 130.4 133.6
Corporate/Insurance 14.7 14.8
Total $145.1 $148.4
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2002 2001 2000

2002 2001 2000

Capital expenditures:

Engineering § 20 $ 28 $ 20
Energy 0.5 1.2 0.7
Non-Core —_ -— 0.1
Subtotal — segments 2.5 4.0 2.8
Corporate 89 0.1 0.1
Total $114 % 41 $ 29
20602 200i 2000
Depreciation and
amortization expense:
Engineering § 28 $ 34 § 47
Energy 1.1 1.7 1.9
Non-Core — -— 0.4
Subtotal — segments 3.9 5.1 7.0
Caorporate 0.1 0.1 0.1
Total ‘ $ 40 $ 52 § 71

The Company has determined that intersegment
revenues, equity in the net income of investees accounted
for by the equity method, and the amount of investment in
equity method investees, by segment, are immaterial for
further disclosure in these financial statements.

The Company's enterprise-wide disclosures are as follows
(in millions):

2002 2001 2000
Total contract revenues
by type of service:
Engineering $242.6 $243.6 $228 4
Operations & maintenance  162.6 158.2 144.1
Construction 0.1 1.4 18.2
Total $405.3 $4032 $390.7

2002 2001 2000

Total contract revenues

Total contract revenues

by principal markets:
United States government  13.9% 11.8% 17.4%
Various state governmental

and quasi-governmental

agencies 32.1% 28.4% 345%
Commercial, industrial
and private clients 54.0% 59.8% 48.1%

The Company's business is substantially conducted in the
United States. Contracts with various branches of the U.S.
government accounted for 14%, 12% and 17% of the
Company's total contract revenues for the years ended
December 31, 2002, 2001 and 2000, respectively. No
individual contract accounted for more than 10% of the
Company's total contract revenues in 2002, 2001 or 2000.
Long-lived assets are principally held in the United States;
amounts held in other locations are immaterial.

6. Property, Plant and Equipment

Property, plant and equipment consists of the following
(in thousands):

2002 2001

Land $ 486 § 486
Buildings and improvements 6,465 6,039
Equipment and vehicles 11,157 11,817
Computer hardware 12,013 11,517
Computer software 14,109 5,351
Total, at cost 44,230 35,210
Less — Accumulated depreciation (26,771)  (24,932)
Net property, plant and equipment $17,459  $10,278

7. Goodwill and Other Intangible Assets

Goodwill and other intangible assets consist of the
following (in thousands):

2002 2001

by geographic origin.
Domestic $358.0 $346.4 $354.2
Foreign 473 56.8 36.5
Total $405.3 $403.2 $390.7

Goodwill:
Engineering $ 1,006 % 1,006
Energy 7,465 7 465
Total goodwill 8,471 8,471
Other intangible assets, net of
accumulated amortization of $952
and $667, respectively 1,048 1,333
Goodwill and other intangible assets, net  $ 9,519 $ 9,804
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Under SFAS 142, which was adopted effective January 1,
2002, the Company's goodwill balance is no longer being
amortized, and goodwill impairment tests are being
performed at least annually. The Company completed its
initial impairment test during the second quarter of 2002,
and no impairment charge was required. During 2000, the
Company determined that goodwill related to its 1998
acquisition of GeoResearch, Inc. was impaired and wrote
off $375,000.

Reconciliations of the Company's reported net income
and earnings per share, to related amounts adjusted for the
adoption of SFAS 142, are as follows:

(In thousands) 2002 2001 2000

Reported net income $ 9566 $ 11,186 $ 55376
Add back: Goodwill

amortization, net
of tax — 378 535

Adjusted net income $ 9566 §$ 11564 $§ 5911

2002 2001 20C0

Reported earnings

per share:
Basic $ 115 % $ 065
Diluted $ 112§ $ 065
Adjusted earnings
per share:
Basic $ 15 % 139 § omn
Diluted $ 2 % 137 § o072

Amortization expense recorded on the other intangible
assets was $285,000, $348,000 and $663,000 for 2002,
2001 and 2000, respectively. Future amortization expense
on the other intangible assets balance is currently estimated
to be $286,000 for the years ending December 31, 2003
through 2005, with the remaining balance of $190,000
being amortized in 2006.

8. Long-term Debt and Borrowing Agreements

In September 2001, the Company entered into an
unsecured credit agreement ("the Agreement”) with a
consortium of financial institutions. The Agreement
provides for a commitment of $40 million through
September 30, 2004. The commitment includes the sum of
the principal amount of revolving credit loans outstanding
and the aggregate face value of outstanding letters of
credit. As of December 31, 2002, no borrowings were
outstanding under the Agreement; however, letters of credit
totaling $7.7 million were outstanding as of this date.

The Agreement provides for the Company to borrow at
the bank's prime interest rate or at LIBOR plus an
applicable margin determined by the Company’s leverage
ratio (based on a measure of EBITDA to indebtedness). The -
Agreement also requires the Company to meet minimum
equity, leverage, interest and rent coverage, and current
ratio covenants. If any of these financial covenants or
certain other conditions of borrowing are not achieved by
the Company, under certain circumstances, the banks may
demand the repayment of all borrowings outstanding
and/or require deposits to cover the outstanding letters of
credit. Under the Agreement, the Company pays the bank
commitment fees of 3/8% per year based on the unused
portion of the commitment.

The Company did not borrow under the Agreement
during 2002. For 2001, the average daily balance
outstanding when the Company was in a borrowed position
was $1,500,000 at a weighted-average interest rate of 6.5%.
The proceeds from 2001 borrowings under the Agreement
were used to meet various working capital requirements.

9. Capital Stock

In 1996, the Board of Directors authorized the repurchase
of up to 500,000 shares of the Company's Common Stock
in the open market. As of December 31, 2002, 334,289
treasury shares had been repurchased under this program.
During 2001, the Company repurchased 31,300 treasury
shares at an average market price of $12.14 per share
(based on market prices ranging from $11.00 to $13.30 per
share) for a total cost of $380,000. The Company made no
treasury share repurchases during 2002 or 2000. In January
2003, the Company reactivated its share repurchase
program. As of March 17, 2003, 80,400 additional treasury
shares had been repurchased by the Company during 2003
at a total cost of $690,000. In February 2003, the Board of
Directors authorized the Company to repurchase up to
500,000 additional shares.

The Company’s Common Stock is divided into two
series, Common Stock and Series B Common Stock. Each
share of Common Stock entitles the holder thereof to one
vote on all matters submitted to the shareholders, and each
share of Series B Common Stock entitles the holder thereof
to ten votes on all such matters. During the fourth quarter
of 2001, the Company announced that all of its Series B
Common Stock would be exchanged into Common Stock.
Under this program, each Series B share held by the
Company's Employee Stock Ownership Plan ("ESOP") was
exchanged for approximately 1.018 shares of Common
Stock during the first quarter of 2002. Immediately
following that exchange, the remaining Series B shares
were automatically converted into Common equivalents in
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accordance with provisions of the Company’s Articles of
Incorporation. This exchange resulted in 23,452 shares of
Common Stock being withdrawn from the Company's
treasury stock. The effect of this exchange was reflected in
the Company’s Consolidated Balance Sheet during 2002,
and did not impact its net income for the year ended
December 31, 2002. The utilization of the treasury shares
did not have any material effect on the Company's earnings
per share computations.

The Company's Articles of Incorporation authorize the
issuance of 300,000 shares of Cumulative Preferred Stock,
par value $1 per share. At December 31, 2002 and 2001,
there were no shares of such Preferred Stock outstanding.

10. Rights Agreement

In November 1999, the Company’s Board of Directors
adopted a Rights Agreement (the “Rights Agreement”). In
connection with the Rights Agreement, the Company
declared a distribution of one Right (a "Right”) for each
outstanding share of Common Stock to shareholders of
record at the close of business on November 30, 1999. The
Rights will become exercisable after a person or group has
acquired 25% or more of the Company's outstanding
Common Stock or has announced a tender offer that would
result in the acquisition of 25% or more of the Company’s
outstanding Common Stock. The Board of Directors has

" the option to redeem the Rights for $0.001 per Right prior
to their becoming exercisable. The Rights will expire on
November 16, 2009, unless they are earlier exchanged

or redeemed.

Assuming the Rights have not been redeemed, after a
person or group has acquired 25% or more of the
Company's outstanding Common Stock, each Right (other
than those owned by a holder of 25% or more of the
Common Stock) will entitle its holder to purchase, at the
Right’s then current exercise price, a number of shares of
Common Stock of the Company having a value equal to
two times the exercise price of the Rights. In addition, at
any time after the Rights become exercisable and prior to
the acquisition by the acquiring party of 50% or more of
the outstanding Common Stock, the Company’s Board of
Directors may exchange the Rights (other than those
owned by the acquiring person or its affiliates) for
Common Stock of the Company at an exchange ratio of
one share of Common Stock per Right.

11. Lease Commitments

The Company's noncancelable leases relate to office

space, computer equipment, office equipment and vehicles,
with lease terms ranging from 1 to 10 years. Future

annual minimum lease payments under noncancellable
operating leases as of December 31, 2002 were as follows
(in thousands):

Fiscal Year

2003 $11,960
2004 10,326
2005 8,938
2006 7,294
2007 6,640
Thereafter 19,234

Total $64,392

Rent expense under noncancellable operating leases was
$11,432,000 in 2002, $10,532,000 in 2001 and
$10,870,000 in 2000.

12. Income Taxes

The provision for income taxes consisted of the following
(in thousands):

2002 2001 2000

Current income taxes:

Federal $ 6821 §318 § 219
State 583 380 721
Foreign 1,335 2,047 1,449
Total current income taxes 8,739 5,608 2,389
Deferred income taxes:
Federal {842) 3,638 3,547
State (69) 93 (340)
Total deferred income taxes (911) 3,731 3,207
Total provision for
fncome taxes § 7,828 $ 9,339 $ 5,596
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The following is a reconciliation of income taxes computed
at the Federal statutory rate to income tax expense recorded
by the Company (in thousands):

2002 2001 2000

Computed income taxes
at LS. Federal
statutory rate

Foreign taxes, net of
Federal income
tax benefit 791 1,330 964

State income taxes, net
of Federal income

$ 6088 $ 7,184 $ 3,743

tax benefit 334 307 248
Nondeductible charges 376 513 384

Other, net 239 5 257

Total provision for

income taxes $ 7828 $9339 § 559

The domestic and foreign components of the Company's
income before income taxes are as follows (in thousands):

2002 2001 2000

Domestic $17,983 $16,989 ¢ 8,766
Foreign (589) 3,536 2,206 .
Total $17,394  $20,525 $10,972

The components of the Company's deferred income tax
assets and liabilities at December 31, 2002 and 2001 are as
follows (in thousands):

2002 2001

Deferred income tax assets:
Deductible temporary differences:

Provision for expenses and losses  § 8,428 § 5,017
Contract overbillings 1,589 2,304
Accrued vacation pay 1,668 1,511
Fixed and intangible assets 1,164 1,317
Charitable contribution carryforward 74 91
Other 95 463
Total deferred income tax assets 13,018 10,703
Deferred income tax liabilities:
Contract underbillings (12,471)  (10,494)
Undistributed foreign earnings (2,767) (3,340)
Total deferred income tax liabilities (15238) (13,834)
Net deferred tax liability $(22200 $(3,131)

The Company has contribution carryforwards totaling
$196,000 at December 31, 2002 that will expire in 2006.
During 2002, the Internal Revenue Service completed its
examination of the Company's 1998 U.S. income tax return
and made no adjustments. The Company's 1999, 2000 and
2001 LLS. income tax returns remain subject to audit.
Management believes that adequate provisions have been
made for income taxes at December 31, 2002.

1 3. Contingencies

Insurance coverage is obtained for catastrophic exposures
as well as those risks required to be insured by law or
contract. The Company requires its insurers to meet certain
minimum financial ratings at the time the coverages are
placed; however, insurance recoveries remain subject to the
risk that the insurer will be financially able to pay the
claims as they arise. The Company is insured with respect
to its workers' compensation and general liability exposures
subject to deductibles or self-insured retentions. As a result
of adverse market conditions in the insurance industry,
several of these deductibles were either required to be
increased by the Company because expiring coverages
were no longer available, or were voluntarily increased to
avoid additional premium cost increases, in.connection
with the Company's most recent insurance coverage
renewals effective July 1, 2002. Loss provisions for these
exposures are recorded based upon the Company's
estimates of the aggregate liability for claims incurred. Such
estimates utilize certain actuarial assumptions followed in
the insurance industry.

The Company is self-insured for its primary layer of
professional liability insurance through a wholly-owned
captive insurance subsidiary. The secondary layer of the
professional liability insurance continues to be provided,
consistent with industry practice, under a "claims-made”
insurance policy placed with an independent insurance
company. Under claims-made policies, coverage must be in
effect when a claim is made. This insurance is subject to
standard exclusions.

The Company’s professional liability insurance coverage
had been placed on a claims-made basis with Reliance
Insurance Group (“Reliance”) for the period July 1, 1994
through June 30, 1999. On May 29, 2001, the Pennsylvania
Insurance Commissioner placed Reliance into
rehabilitation; and on October 3, 2001, Reliance was
placed into liquidation. The Company is uncertain at this
time what effect these actions will have on any claim the
Company or its subsidiaries may have for insurance
coverage under policies issued by Reliance with respect to
past years. Baker Environmental, Inc. ("BEl"), a wholly-



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

owned subsidiary of the Company, is subject to one
substantial claim which falls within the Reliance coverage
period. This claim reflects an action by LTV Steel Company
("LTV") against BEI, resulting from the failure of a landfill
for which BEI provided services. In December 2002, after a
hearing in the U.S. District Court for the Western District
of Pennsylvania, out-of-court settlement discussions
between LTV and BE! commenced. In February 2003, LTV
and BEI reached an out-of-court settlement that will provide
a payment to LTV in the amount of $2.5 million. As a result
of the settlement, pre-tax charges totaling $2.4 million were
included in the Engineering segment’s cost of work
performed during the fourth quarter of 2002. This
settlement is subject to the approval of the Bankruptcy
Court overseeing the TV bankruptcy proceeding. The
Company expects the Bankruptcy Court to take action by
the end of March 2003. Due to the liquidation of Reliance,
the Company is currently uncertain what amounts paid to
LTV will be recoverable under the insurance policy with
Reliance. Accordingly, the Company has recorded no
receivable from Reliance as of December 31, 2002.

On July 24, 2001, the Company announced that it had
become aware that certain activities related to the
operations of a 53% owned Nigerian subsidiary engaged in
energy-related operations are the subject of an inquiry by
the U.S. Department of Justice. The Company acquired the
Nigerian subsidiary as part of its acquisition of the
Overseas Technical Services companies in 1993. The
inquiry appears to be focused upon payments made to
certain individuals in connection with the subsidiary’s
operations in Nigeria as they relate to potential violations
of the Foreign Corrupt Practices Act and other relevant
statutes. The Company has retained legal counsel to
represent it in this matter and is conducting an internal
investigation of these issues. The Company has been
cooperating fully with the government’s inquiry. At this
time, the Company is uncertain but does not expect the
costs of its investigation, its cooperation in the
government’s inquiry or the outcome thereof, to have a
material adverse financial impact on its future financial
results. However, the Company’s internal investigation and
the government's inquiry are ongoing and the Company's
assessment of the outcome may vary as the investigation
and inquiry proceed.

The Company has been named as a defendant or co-
defendant in other legal proceedings wherein substantial
damages are claimed. Such proceedings are not uncommon
to the Company's business. After consultations with
counsel, management believes that the Company has
recognized adequate provisions for probable and
reasonably estimable liabilities associated with these
proceedings, and that their ultimate resolutions will not
have a material adverse effect on the consolidated financial
position or annual results of operations of the Company.

At December 31, 2002, the Company had certain
guarantees and indemnifications outstanding which could
result in future payments to third parties. These guarantees
generally result from the conduct of the Company's
business in the normal course. The Company's outstanding
guarantees were as follows at December 31, 2002:

Related

Maximum liability

undiscounted balance

future  recorded at

(Dollars in millions) payments 12/31/02
Standby letters of credit:

Insurance related $7.6 $7.9

Other 0.1 _

Performance and payment bonds 37.8 —

Sale of certain
construction assets Unlimited —
Sale of BSSI 2.0 —

The Company's banks issue standby letters of credit
("LOCs") on behalf of the Company under the Agreement
discussed above. As of December 31, 2002, most of these
LOCs had been issued to insurance companies to serve as
collateral for payments the insurers are required to make
under the Company's self-insurance programs. These LOCs
may be drawn upon in the event that the Company does
not reimburse the insurance companies for claims payments
made on behalf of the Company. Such LOCs renew
automatically on an annual basis unless either the LOCs are
returned to the bank by the beneficiary or the Company's
banks elect not to renew them. The related liability balance
of $7.9 million recorded at December 31, 2002 reflects the
entire accrued insurance balance in the Company’s
Consolidated Balance Sheet.

Bonds are provided on behalf of the Company by
Travelers Casualty and Surety Company of America
(“Travelers”). The performance and payment bonds
outstanding at December 31, 2002 included two bonds
totaling $36.3 million related to the Company’s former
construction operations, of which one for $11.9 million was
terminated during the first quarter of 2003. These bonds
are terminated by Travelers when the related projects are
completed and all appropriate releases are received from
the client. The remaining construction bond relates to a
construction project that is substantially completed;
accordingly, this bond is currently expected to be
terminated during the first half of 2003. The beneficiaries
under these performance and payment bonds may request
payment from Travelers in the event that the Company
does not perform under the project or if subcontractors are
not paid. The Company does not currently expect any
amounts to be paid by Travelers under its bonds
outstanding at December 31, 2002,

ChallenoeV~. 3R
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During 2000, the Company sold certain assets associated
with its former heavy & highway construction business to
A&L, Inc., and all of the outstanding stock of its former
BSSI subsidiary to SKE International LLC. These sale
agreements provided indemnifications to the buyers for
breaches of certain obligations by the Company. For the
sale of heavy & highway assets, there was no dollar limit on
the indemnifications, and the terms vary but will ultimately
be governed by the statutes of limitations. Maximum
payments for indemnifications under the BSSI sale were
limited to $2.0 million, and the terms are based on the
varying statutes of limitations plus 90 days. The Company
does not currently expect to make any future payments
under these indemnificarions.

14. Employee Stock Ownership Plan and Trust

The Company maintains a defined contribution retirement
program through its ESOP, in which substantially all
employees are eligible to participate. The ESOP offers
participants several investment options, including a variety
of mutual funds and Company stock. Contributions to the
ESOP are derived from a 401(k) Salary Redirection
Program with a Compariy matching contribution, and a
discretionary contribution as determined by the Company's
Board of Directors. Under the 401(k) Salary Redirection
Program, the Company matches 100% of the first 5% and
50% of the next full 1% of eligible salary contributed by
participants, thereby resulting in a Company match of as
much as 5.5% of eligible salary contributed. The
Company's matching contributions are invested not less
than 25% in Michael Baker Corporation Common Stock,
with the remaining 75% being available to invest in mutual
funds or the Company’s Common Stock, as directed by the
participants. Company contributions under this program
amounted to $6,006,00C, $5,343,000 and $4,965,000 in
2002, 2001 and 2000, respectively.

As of December 31, 2002, the market value of all ESOP
investments was $98,017,000, of which 34% represented the
market value of the ESOP’s investment in Michael Baker
Corporation Common Stock. The Company's ESOP held
36% of both the shares and voting power for the outstanding
Common Stock of the Company at the end of 2002.

15. Stock Option Plans

As of December 31, 2002, the Company has two fixed
stock option plans. Under the amended 1995 Stock
Incentive Plan (the “Plan”), the Company may grant
options for an aggregate of 1,500,000 shares of Common
Stock to key employees. Under the 1996 Nonemployee
Directors' Stock Incentive Plan (the "Directors’ Plan”), the
Company may grant options and restricted shares for an

aggregate of 150,000 shares of Common Stock to
nonemployee board members. Under both plans, the
exercise price of each option equals the average market
price of the Company's stock on the date of grant. Unless
otherwise established, one-fourth of the options granted to
key employees become immediately vested, and the
remaining three-fourths vest in annual one-fourth
increments under the Plan, while the options under the
Directors’ Plan are fully vested at date of grant. Vested
options remain exercisable for a period of ten years from
the grant date under both plans.

Under the Directors’ Plan, each nonemployee director was
issued 1,000 restricted shares of Common Stock for a total of
8,000 shares of restricted stock issued in each of 2002 and
2001. In 2000, each nonemployee director was issued 500
restricted shares of Common Stock for a total restricted
stock issuance of 3,000 shares. The Company recognized
compensation expense totaling $120,000, $80,000 and
$21,000 related to the issuance of these restricted shares in
2002, 2001 and 2000, respectively. Restrictions on the shares
expire two years after the issue date.

The following table summarizes all stock option activity
for both plans in 2002, 2001 and 2000:

Weighted

average

Shares  exercise
Subject price

to option | per share

Balance at December 31, 1899 615,816 § 786
Options granted 6,000 6.25
Options exercised (82,097) 572
Options forfeited or expired (144,060) 9.24
Balance at December 31, 2000 395,659 7.78
Options granted 149,162 8.83
Options exercised {34,514) 6.05
Options forfeited or expired (19,370) 8.42
Balance at December 31, 2001 490,937 8.20
Options granted 232,470 15.58
Options exercised (76,270) 7.51

Options forfeited or expired {67,283) 12.78

Balance at December 31, 2002 579,854 $10.72

The weighted average fair value of options granted
during 2002, 2001, and 2000 was $7.92, $4.51 and $3.37,
respectively. As of December 31, 2002, 286,248 shares of
the Company's Common Stock were available for future
issuance under the Plan, and 48,000 shares were available
under the Directors' Plan.
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The following table summarizes information about stock options outstanding under both plans as of December 31, 2002:

Opticns Cutstanding Options Exercisable
Weighted Weighted
Number of Average average Number of average
Range of exercise prices options life* exercise price options  exercise price
$4.8125 - $ 6.9063 138,709 26 $ 617 138,709 $ 6.17
$7.8125-$9.0000 111,641 6.4 8.52 70,365 8.52
$95313-%$12.850 132,710 5.6 10.11 45,871 9.94
$15.035 - $15.625 196,794 8.8 15.58 65,470 15.50
Total 579,854 6.1 $ 1072 320,415 $ 913

*Average life remaining in years

The fair value of options on the respective grant dates was estimated using a Black-Scholes option pricing model, based on

the following assumptions:

2002 2001 2000
Weighted average risk-free interest rate 5.7% 5.8% 5.9%
Weighted average expected volatility 47 7% 48.5% 49.1%
Expected option life 6 years 6 years 6 years
Expected dividend yield 0% 0% 0%

16. Quarterly Results of Operations (Unaudited)

The following is a summary of the unaudited quarterly results of operations for the two years ended December 31, 2002 (in

thousands, except per share information):

2002 — Three Months Ended

Mar. 31 June 30 Sept. 30® Dec. 312
Total contract revenues $95.922 $104,760 $102,200 $102,382
Gross profit 15,272 17,825 23,725 9,386
Income/(loss) before income taxes 3,146 6,225 10,762 (2,739)
Net income/{loss) 1,714 3,486 - 6,376 (2,010)
Diluted net income/{loss) per common share § 0.20 $ 041 $ o075 $ (024)

2001 — Three Months Endea

Mar. 31 June 30 Sept. 30 Dec. 31
Total contract revenues $94,950 $102,652 $100,799 $104,821
Gross profit 15,349 17,561 17,903 16,567
Income before income taxes 4,588 5,682 5,560 4,695
Net income 2488 3,092 2,947 2,659
Diluted net income per common share $ 030 $ 0.37 $ 035 $ 031

{1) Includes the effect of the ADF settlement (see Note 4).
(2) Includes the effect of the LTV settlement (see Note 13).
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REPORT OF MANAGEMENT

To The Shareholders of Michael Baker Corporation

Management of Michael Baker Corporation (“the
Company") is responsible for preparing the accompanying
financial statements and fcr ensuring their integrity and
objectivity. These financial statements were prepared in
accordance with accounting principles generally accepted
in the United States of America and fairly represent the
transactions and financial position of the Company. The
financial statements include amounts that are based on
management’s best estimates and judgments.

The Company’s financial statements have been audited
by PricewaterhouseCoopers LLP, independent accountants,
as selected by the Audit Committee. Management has
made available to PricewaterhouseCoopers LLP all the
Company’s financial records and related data, as well as the
minutes of shareholders’ and directors' meetings.

Management of the Company has established and
maintains a system of internal accounting controls that is
designed to provide reasonable assurance that assets are
safeguarded, transactions are properly recorded and
executed in accordance with management’s authorization,
and the books and records accurately reflect the disposition
of assets. The system of inzernal controls includes
appropriate division of responsibility. The Company
maintains an internal audit department that conducts internal
audits and assesses the effectiveness of the internal controls.

The Audit Committee is composed of directors who are
not officers or employees of the Company. It meets
regularly with members of management, the interna!
auditors and the independent accountants to discuss the
adequacy of the Company’s internal controls, its financial
statements, and the nature, extent and results of the audit
effort. Both the internal auditors and the independent
accountants have free and direct access to the Audit
Committee without the presence of management.

Donald P. Fusilli, Jr.
President and
Chief Executive Officer

illiam P. Mooney

Executive Vice President

and Chief Financial Officer

C/\%,O. B

Craig O. Stuver
Senior Vice President,
Corporate Controller and Treasurer




REPORT OF INDEPENDENT ACCOUNTANTS

To the Shareholders and Board of Directors of Michael
Baker Corporation

In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of income,
of shareholders’ investment and of cash flows present fairly,
in all material respects, the financial position of Michael
Baker Corporation and its subsidiaries (the Company) at
December 31, 2002 and 2001, and the results of their
operations and their cash flows for each of the three years
in the period ended December 31, 2002, in conformity
with accounting principles generally accepted in the
United States of America. These financial statements are
the responsibility of the Company's management; our
responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits of
these statements in accordance with auditing standards
generally accepted in the United States of America, which

SUPPLEMENTAL FINANCIAL INFORMATION

i

Marke? information - Common Shares

require that we plan and perform the audit to obtain
reasonable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements,
assessing the accounting principles used and significant
estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

As discussed in Note 7 to the consolidated financial
statements, the Company changed its method of accounting
for goodwill and other intangible assets in 2002.

Suisildie o 100

Pittsburgh, PA
March 17, 2003

The principal market on which Michael Baker Corporation Common Stock is traded is the American Stock Exchange.
High and low closing prices of the Common Stock for each quarter during 2002 and 2001 were as follows:

2002 2001
Fourth Third Second First Fourth Third Second First
High $11.00  $1594 $1580  $15.80 $1520 $1460  $14.50 $8.93
Low 9.40 10.30 14.00 13.75 12.60 11.38 7.60 7.19
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DONALD P. FUSILLL JR., ].D., PE. RICHARD W. GIFFHORN

President and Chief Executive Officer Executive Vice President~Energy
WILLIAM P. MOONEY JOHN D. WHITEFORD

Executive Vice President and Executive Vice President—North Region
Chief Financial Officer Engineering

H. JAMES McKNIGHT, ].D. JAMES B. RICHARDS, JR., PE.
Executive Vice President, Executive Vice President—South Region
General Counsel and Secretary Engineering

MONICA L. IJURLANC JOHN D. SWANSON, PE.

Executive Vice President and Senior Vice President—West Region
Chief Resource Officer Engineering

CRAIG O. STUVER, CPA
Senior Vice President,

Corporate Controller and Treasurer
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ANNUAL MEETING
Baker's Annual Mecting will pe held at
10:00 a.m. CDT, Thursday, April 24, 2003,
at the: ‘

Holiday Inn Select

14703 Park Row

Houston, TX 77079

INVESTOR RELATIONS
Investors or analysts with questions about the
company should contact:

William P. Mooney

Executive Vice President;and

Chief Financial Officer !

(412) 269-6453

FORM 10-K
Written requests for the corjnpany's 2002 10-K,
which was filed on March 2‘8, 2003, should be
sent to:

Office of the Secretary

Michael Baker Corporation

Airside Business Park

100 Airside Drive

Moon Township, PA I5|§08

Or, access our reports electronically on the
Internet. Baker's World Wide Web address is:

www.mbakercorp.com

INDEPENDENT ACCOUNTANTS

PricewaterhouseCoopers LLP

600 Crant Street
Pittsburgh, PA 15219

OUTSIDE COUNSEL
Reed Smith LLP
435 Sixth Avenue

Pittsburgh, PA 15219

TRANSFER AGENT
American Stock Transfer
59 Maiden Lane

Plaza Level

New York, NY 10038
(800) 937-5449

(718) 921-8200

www.amstock.com



Michael Baker Corporation

Airside Business Park

100 Airside Drive

Moon Township, PA 15108

412.269.6300

www.mbakercorp.com



